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SUMMARY
sour nation’s population ages, an increasing number of Americanswill
A need some type of long-term care services. While more attention isbeing
focused on the devel opment of alternatives to nursing home care, most
public and private spending still pays for ingtitutiona care in nursing homes. Min -
nesota spent over $300 million in Medicaid funds on nursing homesin 1995; the
federal government financed 54 percent of this spending. According to federal
data, Minnesota s average Medicaid nursing home reimbursement rate of $92.24
per day in 1994 ranked 13th among the states and was higher than any surround -
Minnesota’'s ing state. 1 For these reasons, policy makers have shown growing concern about
average the cost of nursing home services.
nursing home . - : : L
reimbur sement This rgport compare£'1995 M ed! caid nursing home reimbursement rates in five
. states in the Upper Midwest: Minnesota, lowa, North Dakota, South Dakota, and
ratewas hlgher Wisconsin.2 Based on direction from the Legidative Audit Commission, our
than that eval uation addressed the following questions:
of any
surrounding Towhat extent istherevariation in the M edicaid reimbur sement rates
statein 1994. charged to nursing homeresidentsin Minnesota, lowa, North Dakota,

South Dakota, and Wisconsn? How do M edicaid reimbur sement
rates comparewith rates charged to private-pay residents?

What accountsfor the differencesin nursing home rates among these
states?

AreMinnesota’ srates higher becauseitsfacilities deliver a superior
quality of nursing home care or provide servicesto more medically
needy and costly residents compar ed with other states?

Do Minnesota’s geogr aphic groups, which determinein part nursing
homerates, hinder the ability of nursing homesin any particular
group to provide competitive salariesfor nursing staff?

1 Charlene Harrington, James H. Swan, and others, 1994 Sate Data Book on Long-Term Care
Program and Market Characteristics (San Francisco: University of Californiaand Wichita: Wichita
State University, October 1995).

2 Weevauated Medicaid nursing home reimbursement rates that were in effect for the year begi n-
ning January 1, 1995 in North Dakota, and July 1, 1995 in Minnesota, lowa, South Dakota, and Wi s-
consin.
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This study relied on data from avariety of sourcesto analyze and compare Medi -
caid nursing home rates and costs. We interviewed state Medicaid officids, policy
makers, nursing home providers, and consumer advocates. We reviewed literature
and nursing home reimbursement statutes, rules, and procedures. We analyzed
nursing home cost data used to set 1995 nursing homerates. Finaly, weused fed -
eral government data to examine nursing home quality of care and resident condi -
tions.

Incomplete data and the varying nature of each state’ s nursing home industry, re -
imbursement system, cost reporting forms, and financid data frequently compli -
cated the interstate comparisons necessary for this evaluation. At times, the lack

of data prohibited us from comparing Minnesotato each of the neighboring states.
In these cases, only states with adequate comparable data were examined.

Overall, we found that Minnesota s average daily Medicaid nursing homereim -
bursement rates were higher than the rates in neighboring statesin 1995. We dso
learned that the costs of |abor and the amount of nursing services provided were
important factors contributing to Minnesota s higher rates. In general, nursing
homes in Minnesota provided more hours of nursing care and paid higher salaries
and benefits to nursing and other staff than most neighboring states. Minnesota' s
nursing home rates were a so higher because they include items, such asa
provider surcharge and pre-admission screening fees, not included in the rates for
most of the surrounding states.

BACKGROUND

The federal government sets genera policy related to nursing home services, but it
gives each dtate flexibility in establishing its own Medicaid reimbursement meth -
odsand rates. Consequently, there iswide variation in nursing home reimburse -
ment systems among states. Thefive states examined all use facility-specific,
“prospective” reimbursement methods, but each state uses different cost reporting
periods, and different methods to limit reimbursements and adjust rates to resident
careneeds.® In most states the Medicaid reimbursement systems are complex and
comparisons are difficult.

We examined Minnesota’ s nursing home reimbursement system and rates that
werein effect for the year beginning July 1, 1995 (called the 1995 rate year). 4
Since that time, however, Minnesota s reimbursement system has changed insev -
eral ways, making the current reimbursement system different from the one exam -
ined as part of thisevaluation. Firgt, in 1995 the L egidature approved an
alternative payment demonstration project for nursing home services. Under this

3 State Medicaid programs base reimbursement rates paid to each nursing home on its costs. “Pro-
spective” payment methods set reimbursement rates in advance based on aprior year’ salowed costs
(called historical costs).

4  The 1995 rate year was selected for several reasons. First, Minnesota's 1994 cost reports on
which the 1995 rates were based have been desk audited, a sample has been field audited, and the
costs have been adjusted. Second, South Dakotais adjusting its reimbursement system and w ill be
using 1994 cost data (adjusted for inflation) to set rates for 1996, and their staff suggested we use
1994 cost report data.
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project, selected nursing homes will be reimbursed using a purchase-of-serviceap -
proach instead of a cost-based reimbursement system. Asof June 1996, 73 nurs -
ing homes were participating in this demonstration project. 5 This project has been
characterized by the Department of Human Services as part of Minnesota’sgen -
eral movement toward the direct purchase of nursing home services. Second, in
1996 the Legidature modified some new reimbursement limits that had beenim -
plemented in 1995, temporarily suspended other reimbursement limits, and pro -
vided a payment increase above inflation of six cents per resident day for the 1996
rate year (which began July 1, 1996). ©

In the late 1980s, federd regulations eiminated the distinction between  “skilled
nursing” and “intermediate care” nursing facilities, and created a single class of
“nursing facility. "7 Some states retained the skilled nurs ng and intermediate care
designation to characterize the level of care needed by residents. |owa continues
to maintain a different reimbursement system for intermediate and skilled nursing
levels of care. Our analysis of lowa s rates and costs focuses on nursing facilities
that provide an intermediate level of car e Dataon lowa snurs ng homereim -
bursement rates and costs are not directly comparable to datafor other statesbe -
cause they do not reflect the costs of providing skilled nursing care Wheress,
the rates and costs for the other states studied represent the costs of providing  both
intermediate and skilled nursing levels of care. Nevertheless, weincluded lowain
our study at the request of the Legidative Audit Commission.

COMPARISON OF MEDICAID
REIMBURSEMENT RATES

Reimbursement rates are typically determined by taking each nursing home'sa -
lowed costs per resident day, applying reimbursement limits, adjusting for infla -
tion, and adding incentive payments. Since nursing home rates vary within a
state, we calculated statewide average rates to compare rates among the states. We
found that:

Minnesota’'s statewide aver age M edicaid nursing home rate of $95.61
per resident day in 1995 was significantly higher than theratesin
North Dakota, South Dakota, and Wisconsin.

5 Minn. Sat. §256B.434.
6 Minn. Laws (1996), Ch. 451, Art. 3, Section 11.

7 Until 1990, the federal government classified nursing homes into two categories: skilled nursing
facilities (SNFs) and intermediate care facilities (ICFs). SNFs provided 24-hour nursing care which
was prescribed by a physician with aregistered nurse working on the day shift seven days awe ek.
SNFs provided the highest possible level of nursing home care. In contrast, ICFs generally werere-
quired to have only one licensed nurse working on the day shift seven daysaweek. After 1990, all
nursing facilities (including those providing an intermediate level of care) are required to provide 24-
hour licensed nursing care with aregistered nurse working seven days aweek (8 hoursaday). A fa
cility may request awaiver of the registered nurse requirement.

8 Our analysis of nursing homerates and costs in lowa was limited because we were unable to ob -
tain complete detailed information on current rates, costs, bed numbers, and patient daysfor lowa's
nursing homes that provide skilled nursing services.
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For al nursing homes, Minnesota s 1995 average reimbursement rate per resident
day was approximately 15 percent higher than the average rate in Wisconsin and
nearly 30 percent higher than South Dakota. 1owa’s average rates would be higher
if they included the costs of providing a skilled nursing level of care. 9

Minnesota and North Dakota are unique because they arethe only statesinthena -
tion that prohibit nursing homes from charging private-pay residents more than the
rates set for Medicaid residents. Research studies have estimated that in states
without rate equalization, private residents pay between 10 and 30 percent higher
rates than Mediicaid residents. 1° We found that:

Comparison of Average Medicaid Nursing Home
Rates Per Resident Day, 1995

120

100 + $95.61

$79.92 98315

80 + $74.23

$64.60

60 +

Dollars

40 L+

20 +

0

Minnesota North Dakota South Dakota Wisconsin lowa*

Note: Statewide weighted average reimbursement rates are for the rate years beginning Janua ry
1, 1995 in North Dakota, and July 1, 1995 in Minnesota, lowa, South Dakota, and Wisconsin.

Source: Program Evaluation Division analysis of state nursing home cost report and rate sett ing
data; Minnesota Department of Human Services.

2The lowa rate represents the maximum reimbursement rate of nursing facilities providing a n inter-
mediate level of care only. It does not reflect the rates for providing skilled nursing care and, con-
sequently, is not directly comparable to rates for the other states. lowa made a mid-year rate
adjustment: the maximum rate was $61.63 per resident day effective July 1, 1995, and $64.60 p er
resident day effective January 1, 1996.

9 Inlowa, the maximum reimbursement rates for nursing homes providing skilled nursing servic es
were $108.99 per resident day for freestanding homes and $236.84 per day for hospital-attached
homes, effective July 1, 1995.

10 JamesK. Tellatin, “Medicaid Reimbursement in Nursing Home Vauations,” The Appraisal
Journal (Oct. 1990): 461-467; Howard Birnbaum and others, “Why Do Nursing Home Costs Vary?
The Determinants of Nursing Home Costs,” Medical Care 14, no. 11 (Nov. 1981): 1095-1107; Jane
Sneddon Little, “Public-Private Cost Shiftsin Nursing Home Care,” New England Economic Review
(July/Aug. 1992): 3-14; Jane Sneddon Little, “Lessonsfrom Variationsin State Medicaid Expendi-
tures,” New England Economic Review (Jan./Feb. 1992): 43-66.
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While private-pay and M edicaid rateswer e identical in Minnesota,
aver age private-pay rates wer e between 25 and 35 per cent higher than
average Medicaid ratesin Wisconsin and between 10 and 14 per cent
higher in South Dakota.

Some researchers make the theoretical argument that private residents appear to

be subsidizing public residents, and that Medicaid ratesin states with little differ -
ence between private and public rates are more likely to reflect the true costs of
providing nursing home services. However, we do not have evidence to conclude
that rate equalization contributes to Minnesota s higher average daily nursing
home rates.

COMPARISON OF NURSING HOME COST S

Allowable nursing home costs consist of different cost categories, such as nursing,
dietary, property, and administration costs. To determine what specific factorsac -
count for Minnesota' s higher than average nursing home rates, we andyzed theav -
erage alowable costs per day used to establish the 1995 reimbursement rates. H

We found that:

On aver age, total nursing home costs per resdent day in Minnesota
nursing homes wer e between 7 per cent and 27 percent higher than
neighboring statesin 1994.

During the 1994 cost reporting year, nursing homes in Minnesota spent an average
of $89.82 per resident day, compared with between $70.79 per day in South Da -
kota and $84.08 per day in Wisconsin. Nursing costs, which include nursing sala -
ries and supplies, accounted for over one-half of the total cost differences between
Minnesota and the surrounding states.

Staffing Levelsand Labor Costs

The costs of labor dominate nursing home spending in every state examined. Sal -
ary and fringe benefit costs for employees of freestanding nursing homes (those

not attached to a hospital) accounted for between 65 and 70 percent of total costs

in 1994, nearly two-thirds of which wasfor licensed nurses and nursing aides. 12
Our analysis showed that:

Nursing homesin Minnesota provided more hoursof nursing care,
paid higher salariesto nursing and other staff, and had higher fringe
benefit and workers compensation coststhan most neighboring states.

11 Since each state uses a different cost reporting year, these costs were incurred during diffe rent
12 month periods between July 1993 and June 1995, and are referred to as the 1994 cost reporti ng
year.

12 Hospital-attached nursing homes shared a building, specific services, and/or costs with an ad join-
ing or nearby hospital. In Minnesota, hospital-attached homes do not have to submit all the detailed
cost information required of freestanding nursing homes. Our analyses of salary, fringe be nefit, and
workers' compensation costs are based on freestanding nursing homes.
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Estimated Average Daily Nursing Home Allowable Costs, 1994

Nursing
Other Care-Related
Dietary

Laundry and Linen
Housekeeping
Plant Operations and Maintenance

Property Taxes/License Fees
Property Taxes and Special
Assessments
Provider Surcharge
License Fees
Pre-Admission Screening Fees

General and Administrative
Payroll Taxes/Fringe Benefits’
Property Costs

Total Costs Per Day

Note: NA = Not Applicable. Some columns may not sum because of rounding errors.

Source: Program Evaluation Division analysis of state nursing home cost report data.

North South
Minnesota Dakota Dakota Wisconsin lowa?
$39.13 $31.19 $28.61 $36.36 $25.89
3.67 3.59 5.04 3.05 1.62
10.11 9.26 9.57 8.81 8.55
1.86 1.74 1.78 2.02 1.74
3.01 2.44 2.43 2.74 2.60
4.72 4.76 4.18 4.66 3.85
2.89 0.12 0.37 0.87 0.67
0.67 0.12 0.37 0.87 0.67
1.69 NA NA NA NA
0.23 NA NA NA NA
0.29 NA NA NA NA
7.97 7.08 6.33 8.42 5.65
11.02 8.23 7.66 11.20 6.30
5.44" 6.40 4.82 5.97 4.48
$89.82 $74.82 $70.79 $84.08 $61.35

YThere are no easily identifiable property-related costs for Minnesota nursing homes. We es timated property costs for Minnesota using
allowed principal and interest, equipment, and capital repair and replacement costs.

2lowa cost data represent the costs of providing an intermediate level of care only. The dat a do not reflect the costs of providing skilled

nursing care and are not directly comparable to costs for other states.

3Fringe benefit costs in Minnesota include $0.22 per resident day for public pension (PERA) co ntributions, which were reimbursed without

limitation.
Average Nurse Staffing Levels, 1994
Minnesota South Dakota ~ Wisconsin
Total Nursing Hours
. per Resident Da 3.33 2.85 3.37
Minnesota's : :
. Licensed Nursing Hours
nursng homes per Resident Day? 1.11 0.83 1.05
prov!ded a_ Nursing Aide Hours
relatively high per Resident Day 2.22 2.02 2.32
number of Ratio of Licensed Nurses
hour s of per Nursing Aide 0.50 0.41 0.45
nurs ng care. Note: Data on nursing hours were not available for lowa and North Dakota.

Source: Program Evaluation Division analysis of state nursing home cost report data.

1Nursing hours include registered and licensed practical nurses and nursing aides in Minnes ota and
South Dakota. Wisconsin also includes the director of nurses’ hours in nursing hours.

2Licensed nursing hours include registered and licensed practical nurses in Minnesota and S outh
Dakota. Wisconsin also includes the director of nurses’ hours in this category.
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Nursing homes in Minnesota provided more hours of total nursing, licensed nurs -
ing, and nursing aide care per resident day, and had a higher ratio of licensed
nurses to nursing aides than homesin South Dakota. Homesin Minnesotapro -
vided more hours of licensed nursing care per day and had a higher ratio of
licensed nurses to nursing aides than homesin Wisconsin. Wisconsin, however,
provided more hours of total nursing care per day than Minnesota.

Labor market data showed that the average hourly wage for all private nursing

home employees in Minnesota was below the national average in 1994, but higher
than in neighboring states. The average hourly wage for nursing home employees

in Minnesotawas 97 percent of the national average, compared with between 77
percent in North Dakota and 95 percent in Wisconsin. Nursing home wages gener -
ally follow the pattern of variation in wages observed for al private industry em -
ployees, most jobs in Minnesota paid more than comparable jobs in neighboring
states.

Average Hourly Wages by Job Category for
Freestanding Nursing Homes, 1994

Minnesota South Dakota Wisconsin
n =355 n=2383 n =340

Director of Nursing (DON) $17.88 $17.40 NA

Registered Nurse (RN) 16.17 13.43 NA

DON/RN combined 16.39 14.03 $16.70
Licensed Practical Nurse 11.69 10.44 12.36
Nursing Aide 8.35 6.51 7.45
Dietary 8.06 6.59 7.29
Housekeeping 7.78 6.11 6.97
Laundry 7.92 6.38 6.91
Plant Operations 10.48 7.48 9.92
All Private Industry Employees 12.51 8.92 11.43
All Private Nursing Home 7.45 6.34 7.30

Employees
Note: Data on nursing home staff wages were not available for lowa and North Dakota.

Source: Program Evaluation Division analysis of state nursing home cost report data; Federa | Bureau
of Labor Statistics.

Data from nursing home cost reports showed that freestanding nursing homesin
Minnesota paid average hourly salariesthat were higher for every job classifica -
tion than homes in South Dakotain 1994. Nursing homesin Minnesota also paid
higher salaries than homesin Wisconsin in 1994, except for directors of nurs -
ing/registered nurses and licensed practical nurses.

In addition, average fringe benefit costs in Minnesota freestanding nursing homes
were higher than those in North and South Dakota, but lower than those in
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Wisconsin. ™3 Fri nge benefit costs in Minnesota nursing homes averaged $3.64
per resident day, compared with between $2.65 per day in South Dakota and $4.77
per day in Wisconsin. Wisconsin's higher costs could be attributed to its broader
provision of medical insurance: 99 percent of nursing homesin Wisconsinpro -
vided some medical insurance, compared with 95 percent in Minnesota.

On average, the cost of workers' compensation in Minnesota freestanding nursing
homes was $3.10 per resident day in 1994, higher than any neighboring state.
Workers' compensation costs in North Dakota were $1.85 per day, compared with
$2.12 per day in Wisconsin, and $2.25 per day in South Dakota.

Property Taxes, Licenseand Other Fees
Our analysis showed that:

Thecostsof “property taxes, license and other fees” in Minnesota
nursing homeswere between 3 and 24 times higher than neighboring
dtates, primarily because Minnesota includes moreitemsin the
reimbursement rate than other states.

In 1994, the costs of “property taxes, license and other fees ” for Minnesota nurs-
ing homes averaged $2.89 per resident day, compared with between $0.12 per day
in North Dakota and $0.87 per day in Wisconsin. Asaresult of policy decisions,
Minnesotaincludes a provider surcharge and a pre-admission screening feein this
category. Mogt other states either do not have similar charges or do not include
these types of costsin the nursing home reimbursement rates. For instance, in
1994 Minnesota used a nursing home provider surcharge of $625 per licensed bed
(or an average of $1.69 per resident day) to maximize the federal Medicaid match.
Wisconsin, with a$32 per bed per month assessment or $1.06 per resident day, is
the only other state to include a similar surcharge in its reimbursement rates. 14

In addition,

Although small in comparison with other cost categories, Minnesota's
licensing fees, which support state nursing home licensing and
inspection activities, were higher than other states.

We estimate that the cost of license fees for Minnesota nursing homes averaged
$0.23 per resident day, compared with between $0.003 per day in lowaand $0.018
per day in Wisconsin. The Minnesota Department of Health’s nursing homeregu -
latory activities are funded through a combination of license fees, and Medicaid

13 Fringe benefits generally include medical, dental, life insurance, uniforms, and retirement or pen-
sion coverage, and exclude workers' compensation costs. In Minnesota, fringe benefit cost sinclude
$0.22 per resident day for public pension (PERA) contributions, which were reimbursed witho ut
limitation. In South Dakota and Wisconsin, fringe benefit costs include some public pensio n costs
which were subject to the same reimbursement limitations as non-public nursing homes.

14 InWisconsin, the costs related to the bed assessment tax were adjusted out of the cost repor t.
The reimbursement rate, however, included an average of $1.06 per resident day to reimburs e provid-
ersfor the assessment.
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and Medicare funding. Other states collect nomina nursing home licensing fees,
and use gtate general fund revenues to finance nursing home regulatory activities.

Property taxes are afunction of the number of for-profit nursing homesand prop -
erty tax rates. 1n 1994, property tax costs for nursing homesin Minnesota and
lowa averaged $0.67 per resident day, more than North Dakota ($0.12 per day)

and South Dakota ($0.37 per day), but less than Wisconsin ($0.87 per day).

Property Costs

Property costs comprised between 6 and 9 percent of total nursing home costs per
resident day in the states examined. We found that:

Average property-related costs per resident day in Minnesota were
higher than thosein South Dakota and lower than thosein North
Dakota and Wisconsin.

Estimated property-related costs for Minnesota nursing homes averaged $5.44 per
resident day in 1994, more than similar costs in South Dakota ($4.82), but less

than in North Dakota ($6.40) and Wisconsin ($5.97). ° Aswith other components
of Medicaid reimbursement systems, each state examined has different ways of
recognizing and reimbursing allowable property costs. North Dakota, South Da -
kota, Wisconsin, and lowa use historical costs alowing for depreciation and actual
interest expenses. Minnesota uses a complex formulato calculate an imputed

value for property costs.

Ancillary Services

Theinclusion of ancillary services, such as physical and other therapies, inthe
daily nursing home rate can increase both average costs and rates. 6 Wefound
that the inclusion of therapy servicesin the reimbursement rate did not explain
why Minnesota s nursing home rates were higher than surrounding states.

Minnesota nursing homes had an average cost of $0.18 per resident day for ther -
apy servicesthat were included in the 1995 reimbursement rate, compared with be -
tween $0.13 per day in Wisconsin and $2.47 per day in South Dakota. Nursing
home providersin Minnesota, Wisconsin, and lowa can choose to include the

costs of therapy servicesin therate or have therapists bill Medicaid separately. In
Minnesota, most therapy costs were billed outside of the daily reimbursement rate.

In contrast, North and South Dakota more consistently include therapy servicesin
the rates.

15 Minnesota s reimbursement system does not contain identifiable property-related costs. Work-
ing with the Department of Human Services, we estimated property costs for Minnesota nursi ng
homes based on allowable principle and interest, equipment and capital repair and replacem ent
costs. If unaudited depreciation and interest costs were used, then the estimated cost of p roperty
would be $6.05 per day in 1994.

16 Ancillary servicesinclude: physical, occupational, and other therapies; prescription and non-pre-
scription drugs; durable medical supplies; and other medical services.
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Hospital-Attached and Other Nursing Facilities

Minnesota and South Dakota provide higher reimbursement limitsto hospital-at -
tached nursing homes. Minnesota also gives specia reimbursement consideration
to 12 short-length-of-stay (SLOS) facilities and to 4 facilities that provide nursing
home careto residents of all ages with severe physical impairments (called Rule
80 facilities). 17 Based on our analysis, hospital-attached nursing homes contrib -
uted to higher nursing home costsin al states examined, including Minnesota.

In Minnesota, average costs for hospital-attached nursing homes were $1.28 per
resident day more than the costs for freestanding homes, while average daily costs
for SLOS and Rule 80 facilities were $0.84 per day more. In North Dakota and
South Dakota, the differences between the daily costs for hospital-attached and
freestanding facilities ($1.69 and $1.60 per day, respectively) were greater than in
Minnesota, but lower than the combined costs ($2.12 per day) for hospital-
attached and other facilitiesin Minnesota. Wisconsin’sdaily costs for hospital-
attached homes were $0.39 per day more than the costs for freestanding homes.

RESIDENT CONDITIONSAND QUALITY OF
CARE

Our study examined whether Minnesota nursing home rates were higher because
nursing facilities provide services to more medically needy and costly residents or
deliver asuperior quality of care compared with neighboring states. We found
that:

Minnesota’s higher nursing homeratesmay be partially attributable
to ahigher percent of nursing homeresidentswho ar e dependent on
nursing staff for daily care, but do not appear to berelated to a higher
quality of care compared with neighboring states.

Nursing homes in Minnesota had a larger percentage of residents who werede -
pendent on nursing staff to perform activities of daily living, such as bathing,
dressing, transferring, and eating, compared with neighboring states. The propor -
tion of Minnesota s nursing home residents with special conditions was smilar to

or lower than other states examined, except Minnesota had more residents with be -
havior problems and bladder and bowel incontinence than surrounding states.

17 Short-length-of-stay facilities have average stays of 180 days or less and 225 days or lessinf a
cilitieswith more than 315 licensed beds.
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Quiality of careisacomplex concept that is difficult to measure. Based on data
collected as part of the federally-mandated nursing home certification survey proc -
ess, we concluded that: 18

The quality of carein Minnesota’s nursing homes appearsto be
similar tothat in neighboring states.

Based on 36 performance indicators selected to represent resident status, services
or activities provided, and environmental factors, Minnesota nursing homes rated
worse overall than the national average on 5 measures. 19 n comparison, North
and South Dakota nursing homes rated worse than the national average on eight
measures, |owa homes were worse on two, and Wisconsin nursing homes did not
perform worse than the national average on any measure.

Public health inspectors cite a nursing homefor *substandard quality of care ”
when deficiencies condtitute a pattern or are widespread and thereis actual or po -
tential harm or jeopardy to residents. Four percent of nursing homes in Minnesota
received substandard quality of care citationsin 1995 and 1996, higher than North
Dakota (1 percent), South Dakota (1 percent), and Wisconsin (2 percent), but
lower than lowa (6 percent).

IMPACT OF REIMBURSEMENT LIMITS
AND INCENTIVE PAYMENTS

Minnesota

uses more State Medicaid reimbursement limits determine what nursing home allowable

techni ques costs will be reimbursed through payment rates. Minnesota employed moretech -

to limit niquesto limit reimbursement of nursing home costs than other states examined in

. 1995. For instance, within the “other operating” cost limit, Minnesota had sub-

ream bu_r sement limits for maintenance and administrative costs. Minnesota also implemented two

of nursing additional overall cost limitsin 1995. Despite its more numerous limits, we found

home costs that:

than other

states. - Minnesota’sreimbursement limits appear to contain nursing home
spending as much or morethan North and South Dakota, but lessthan
Wisconsin.

In 1995, alarger percent of Wisconsin’s nursing homes had their costslimited by a
greater amount than nursing homesin Minnesota. For instance, Minnesota' scom -
bined “other operating” cost limits resulted in nearly 5 percent of al other operat -

18 Some nursing home providers have expressed concern about consistency of the survey datafrom
state to state. A national evaluation of the survey process identified a number of areasin which bet-
ter procedures could be developed, but it also found that surveyors were reasonably accurate at the
extremes in identifying very good and very bad nursing homes. (Institute of Medicine, Nursing Staff
in Hospitals and Nursing Homes: Is It Adequate? (Washington, D.C.: National Academy Press,
1996): 140.)

19 Minnesota nursing homes ranked worse than the national average for: 1) providing a safe, sani-
tary environment; 2) comprehensively ng each resident’ s needs; 3) preventing urinary track in-
fectionsin residents with bladder control problems; 4) allowing residents capable of adm inistering
their own medication to do so; and 5) providing full visua privacy in resident rooms.
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ing costs being unreimbursed during the 1995 rate year. In comparison, approxi -
mately 8 percent of support services costs and 9 percent of administrative costs
were unreimbursed in Wisconsin.

In addition, most states use “incentive payments” to encourage nursing homesto
reduce costs. We found that:

Minnesota provided higher aver age incentive paymentsto more
nursing homesthan all neighboring states except North Dakota in
1995.

In 1995, over 91 percent of Minnesota nursing homes earned an average incentive
payment of $1.23 per resident day. Only North Dakota, with an average incentive
payment of $1.36 earned by 75 percent of nursing homes, exceeded Minnesota.

In contrast, Wisconsin provided the smallest incentive payment ($0.04 per day to
53 percent of its homes), and South Dakota did not provide any incentive pay -
ments.

In Minnesota, anursing home's “other operating” costs did not have to be below
the reimbursement limits to earn an incentive payment in 1995. Minnesotapro -
vided an “incentive payment ” to 87 nursing homes whose costs exceeded the

“other operating” cost limits. This occurred because anursing home's  “other oper -
ating” costs were reduced by reimbursement limits, before calculating eligibility

for an incentive payment. If Minnesota s incentive payments were based on a

home' s other operating costs before these costs were reduced by reimbursement
limits, the state would have saved an estimated $0.37 per resident day, or $5.8 mil -
lionin 1995.

Minnesota and Wisconsin aso provided incentive adjustments as part of their
property reimbursement formulas. In 1995, Minnesota s equity and refinancing in - -
centives cost an average of $0.09 per resident day, compared with Wisconsin'sav -
erage property incentive of $0.08 per day. South Dakota provided areturn on net
equity to proprietary homes at an average cost of $0.46 per day.

GEOGRAPHIC GROUPSIN MINNESOTA

In Minnesota, Medicaid nursing home reimbursement rates are based in part on a
nursing home's geographic location within the state. Three geographic groups
were established using 1983 nursing salary data as a proxy for regional variation

in nursing home input costs (see map). To be reimbursed for allowable spending,
“care-related” costs must fall within 125 percent and “other operating” costs
within 110 percent of the median costs per day for al nursing homesin eachgeo -
graphic group. 20

20 “Care-related” costs consist of two cost categories: nursing costs which include al nursing sala-
ries and supplies, and other care-related costs which include therapies, social services, act ivities, raw
food. “Other operating” costs include dietary, housekeeping, laundry, plant operations and mainte-
nance, and administration.
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Originaly, the reimbursement limits were the highest for nursing homesin Group
3 and the lowest for homesin Group 1. Since 1989, nursing homesin Group 1
have been alowed to use the higher Group 2 reimbursement limits for care-related
and other operating costs. 2L Asaresult, nurs ng homesin Groups1and 2 cur -
rently have the same reimbursement limits.

We did not conduct an exhaustive study of the many potentia issues and problems

In Minnesota, a created by Minnesota s geographic groups. Rather, we focused on whether the
nursang home's geographic groups reflect average nursing salaries and the effect of applying the
geogr aphi C reimbursement limits to nursing homesin each of the geographic groups.
location helps

determineits We found that the groups do not reflect 1994 average salaries for selected profes -
reimbur sement siona and service occupations that are similar to jobs found in nursing homes. 23
rate We also found that:

Therewas considerable variation in average hourly nursing salaries
for individual counties within geographic groupsin 1994.

Average nursing salaries were lowest in western and southwestern Minnesotain
Groups 1 and 2. The average nursing salaries for some countiesin Group 2
(Wright, Sibley, LeSueur, Olmsted) were similar to but lower than salariesin the
Twin Citiesarea. Finaly, only 9 counties out of 14 in Group 3 had average hourly
nursing salaries that were above the statewide average of $10.13 in 1994. 24

Policy makers and nursing home providers have criticized the geographic groups
because of the perceived inability of nursing homes with lower reimbursement
limits than othersto offer competitive nursing salaries. Policy makers have also
heard complaints from nursing home providers who are approaching thereim -
bursement limits. Our analysis shows that some nursing homesin every geo -
graphic group exceeded the “care-related” and “other operating” costs
reimbursement limits. We found, however, that:

Few nursing homes exceeded the limits applied to nursing salaries,
whilealarger number of homesin every geographic group either
exceeded or approached thelimitsfor “other operating” costsin 1995.

21 Minn. Stat. §256B.431, Subd. 2b(d).

22 A 1991 study by our office found that Minnesota’ s geographic groups do not necessarily refle ct
local costs of living. Office of the Legidative Auditor, Nursing Homes: A Financial Review (St.
Paul, 1991): 35, and Satewide Cost of Living Differences (St. Paul, 1989).

23 Minnesota Department of Economic Security data shows that the Twin Cities metropolitan ar ea
had the highest average wages, followed by northeastern Minnesota. The northwestern and so uth-
western Minnesota had the lowest average wages.

24 The countiesin Group 3 that had average hourly nursing saaries below the statewide averag e in-
cluded Carver County in the Twin Cities area, and Aitkin, Itascaand Koochiching countiesin nor th-
eastern Minnesota. Patternsin average nursing salaries by geographic group may be influe nced by
the reimbursement limits and rates. For instance, if anursing homeis under the care-relat ed limit
(which includes nursing salaries), then it may decide to increase spending on wages and other direct
patient care items.
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Average Hourly Salaries for All Nursing Staff in Freestanding Nursing
Homes, 1994
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In 1995, between 4 and 6 percent of nursing homes in each geographic group ex -
ceeded the “care-related” limits (which include nursing salaries). In contrast, 34
percent of the homesin Group 2 exceeded the *other operating” cost limit, com-
pared with 26 percent in Group 3 and 15 percent in Group 1. In addition, roughly
onethird of nursing homesin every geographic group were within 10 percent of
the “other operating” cost limit.

Minnesota’ s reimbursement geographic groups could be changed in numerous
ways, from maintaining the existing groups to rearranging the counties in each
group to eliminating the groups all together. Given the proportion of nursing
homes exceeding or approaching the *other operating” cost limits, the state’ s costs
for nursing home services would likely increase if nursing homesin Groups 1 and

2 were able to use the higher Group 3 reimbursement limits. Costswould dsoin -
crease because nursing homes below the higher reimbursement limitswould qual -
ify for increased incentive payments.

Thefiscal consequences for the state involve either maintaining current funding or
increasing funding for nursing home reimbursement. If the geographic groups
were changed without increasing the total amount of state funding, thenthecur -
rent reimbursement dollars would be shifted from one set of nursing homestoan -
other. On the other hand, while the nursing home industry would probably prefer
increasing state funding for nursing home services, this could be an expensiveen -
deavor for the state at atime when federal funding cuts are expected and whenre -
cent reports have concluded that Minnesotaislikely to face tough fiscal decisions
in the future as projected revenuesfall short of estimated spending. %

An earlier Minnesota State Planning Agency report analyzed aternativesto the
geographic groups and concluded that inequitiesin the present groups could not

be addressed without creating new inequities. % Accordi ng to Minnesota Depart -
ment of Human Services staff, modeling of specific aternatives to the geographic
groups would require major modifications to the rate-setting program. A fulll
evaluation of aternatives to Minnesota s geographic groups and the fiscal conse -
guences of each aternative requires amore in-depth analysis than we were able to
conduct. If the Minnesota L egidature wants more detailed information about the
fiscal consequences of changing the geographic groupings, a significant amount of
additional research would be needed.

25 Minnesota Planning, Within Our Means: Tough Choices for Government Spending (January
1995); John Brandl and Vin Weber, An Agenda for Reform: Competition, Community, Concentra-
tion (A Report to Governor Arne H. Carlson) (November 1995); and Office of the Legidative Audi -
tor, Trendsin State and Local Government Spending (February 1996).

26 Minnesota State Planning Agency, Appropriateness Study: Minnesota’ s Geographic Groups for
Nursing Home Reimbursement (St. Paul, January 1986), 1.
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isatopic of nationa and state interest. In state fiscal year 1995, Minnesota

spent over $800 million in Medicaid funds on nursing homes; the federal
government financed 54 percent of thisfunding. Medicaid paid for two-thirds of
all nursing home residentsin Minnesota, Medicare (financed entirely by thefed -
eral government) covered about 6 percent, and 26 percent of nursing homeres -
dents (or their families) paid for their own care.

T he costs paid by government and private citizens for nursing home services

Thefedera government gives each state flexibility in establishing itsown Medi -
caid rembursement methods and rates for nursing home care. Consequently, nurs -
ing home per diem rates vary widely. 1n 1994, the Hedlth Care Financing
Adminigtration (HCFA) reported arangein average Medicaid per diem reimburse -
ment rates from alow of $49.70 in Oklahomato $211.21 in Alaska. 1 Minnesota's
average reimbursement rate of $92.24 per day ranked 13th among the states and

was higher than any surrounding state. 2

Within Minnesota, nursing home daily rates vary depending on allowable historic
facility-specific expenditures, the geographic location of a home (three regions),

and the case mix or level of care aresident needs (eleven categories). In 1995, av -
erage per diem rates across these divisions ranged from $60.42 to $139.53.

In May 1996, the Legidative Audit Commission directed our office to compare
Minnesota's Medicaid reimbursement rates for nursing home services with the
rates charged in neighboring states. Our evaluation addressed the following ques -
tions:

Towhat extent istherevariation in the Medicaid reimbur sement rates
for nursing homeresidentsin Minnesota, | owa, North Dakota, South
Dakota and Wisconsin? How do Medicaid reimbur sement rates
compare with rates charged to private-pay resdents?

1 Charlene Harrington, James H. Swan, and others, 1994 Sate Data Book on Long-Term Care
Program and Market Characteristics (San Francisco: University of Californiaand Wichita: Wichita
State University, October 1995).

2 Wisconsin, with an average per diem reimbursement rate of $76.32, ranked 24th; North Da-
kota srate of $75.92 ranked 26th; South Dakota' s rate of $64.37 ranked 42nd; and lowd s rate of
$58.75 ranked 45th.
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What specific costs account for the differencesin nursing homerates
among these states?

AreMinnesota’ srates higher becauseitsfacilities deliver a superior
quality of nursing home care or provide servicesto more medically
needy and costly residents compar ed with other states?

Do Minnesota’s geogr aphic groups, which deter mine nursing home
reimbur sement rates, hinder the ability of nursing homesin any
particular group to provide competitive salariesfor nursing staff?

Because thereis no central source of information on nursing home reimbursement
rates or costs, we collected data from avariety of sourcesto answer these ques -
tions. Weinterviewed state Medicaid officials, policy makers, nursing home
providers, and consumer advocates. We reviewed literature and nursing homere -
imbursement statutes, rules, and procedures. We analyzed the reimbursement rate
and cost report data used to set nursing home rates. Working with the Minnesota
Department of Health, we used federal government data to analyze the quality of
care provided in nursing homes and resident conditions.

Incomplete data and the varying nature of each state’ s nursing home industry, re -
imbursement system, cost reporting forms, and financid data frequently compli -
cated the interstate comparisons necessary to answer our evaluation questions. At
times, the lack of data prohibited us from comparing Minnesotato each of the
neighboring states. In these cases, only states with adequate comparable data
were examined.

Our report is organized into six chapters. Chapter 1 describes the nursing homein -
dustry and Medicaid reimbursement system in each state. Chapter 2 comparesthe
Medicaid reimbursement rates in each state and discussesrate equaization. Chap -
ter 3 examinesthe alowable costs reported by nursing home providersin each

state to determine which cost factors account for the differences in nursing home
rates. Chapter 4 focuses on quality of care and the characteristics of nursing home
resdentsin each state. Chapter 5 discusses the effect of reimbursement limits and
incentive payments on nursing home rates. Chapter 6 examines Minnesota snurs -
ing home reimbursement geographic groups.
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CHAPTER 1

Thenursing
homeindustry
in each state
differsin size
and natur e of
owner ship.

sthe United States popul ation ages, an increasing number of Americans
will need some type of long-term care services. While more attention is
being focused on the development of alternatives to nursing home care,
most public and private spending still pays for ingtitutional care in nursing homes.
Federa and state governments provide most of the funding for nursing home care.
Medicaid isthe largest government payer for nursing home care, and in some
states nursing home costs are the largest single category of Medicaid spending.
For this reason, policy makers have shown growing concern about the cost of nurs -
ing home services.

Our report compares 1995 nursing home ratesin five states in the Upper Midwest:
Minnesota, lowa, North and South Dakota, and Wisconsin. This chapter presents
an overview of the nursing homeindustry in each of those states, and describes
each state’ s Medicaid reimbursement system. We asked:

What arethe main features of the nursing homeindustry in each state?

What key features characterizethe M edicaid nursing home
reimbur sement system in each state?

To answer these questions, we analyzed federal government Medicaid data; re -
viewed dtatutes, rules, and procedures related to each state’'s Medicaid reimburse -
ment system; and interviewed state Medicaid officials.

The nursing home industry in each state examined share some characteristics,
such as more nursing home beds per capita and higher rates of nursing home use
than the national average. But they differ in Size, nature of ownership, and how
they distinguish between different levels of care. In addition, thereiswidevari -
ation in nursing home reimbursement systems among the states examined, be -
cause the federal government gives each state flexibility to establishits own
Medicaid reimbursement methods and payment rates. In most states the Medicaid
reimbursement systems are complex and comparisons are difficult.
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NURSING HOME INDUSTRY IN FIVE
MIDWESTERN STATES

This study focuses on Medicaid-certified nursing facilities subject to the payment
rates established in Minnesota, lowa, North Dakota, South Dakota, and Wiscon -
sn! A nursing facility is.

an ingtitution which is primarily engaged in providing skilled nursing careand re -
lated services for residents who require medical or nursing care; or rehabilitation
servicesfor injured, disabled, or sick persons; or on aregular basis, health-related
care and servicesto individuals who because of their mental or physical condition
require care and services which can be made available to them only through insti -
tutional facilities.?

Medicaid is an entitlement program in which the federal and state governments
share the costs of medical care for the poor, elderly, and disabled. In 1994, Medi -
caid spending for nursing homes totaled $28 billion nationally and represented 21
percent of al Medicaid expenditures, topped only by the amount spent for hospital
services. However,

Nursing home payments congtituted the largest category of Medicaid
spending in Minnesota, North and South Dakota, and Wisconsin.

In Minnesota, total Medicaid spending for all types of care by federal, state, and
county governments was gpproximately $2.5 billion in 1994. Nursing home care
accounted for 35 percent of all Medicaid expenditures, well above the nationd av -
erage. Table 1.1 showsthat Wisconsin, North Dakota, and South Dakota spent
similar portions of their Medicaid budgets on nursing home care. lowa, on the
other hand, looked more like the national average, spending more on hospital care
and only 22 percent of its Medicaid budget on nursing home services.

Nationally, Medicaid financed care for nearly 69 percent of nursing homeres -
dentsin 1993.2 AsTable1.1 shows, Wisconsin was close to but below thena -
tional average, followed by Minnesota, North and South Dakota, and lowa. One
factor that might account for these differencesis that some nursing homes may
prefer private residents because facilities can charge higher ratesto privateres -
dents compared with Medicaid patients. *

1 Thisreport usesthe terms “nursing facility” and “nursing home” interchangeably. Because
every state in our evaluation uses different procedures to finance state-owned facilities, w e did not in-
clude these facilitiesin our evaluation.

2 Omnibus Budget Reconciliation Act of 1987 (OBRA), Laws of 100th Congress First Session,
Public Law 100-203, Subtitle C: Nursing Home Reform, Part 2 Medicaid Program, Section 1919(a).

3 American Health Care Association, Facts and Trends: The Nursing Facility Sourcebook
(AHCA: Washington, D.C., 1994), 12-13. In 1995, Medicaid paid for the services of 66 percent o f
Minnesota’ s nursing home resident days and 56 percent of South Dakota sresident days. Thel ack
of comparable data prevents a more up-to-date comparison with other states.

4  Richard DuNah and others, “Variations and Trends in Licensed Nursing Home Capacity in the
States, 1978-1993,” Health Care Financing Review 17, no. 1 (Fall 1995): 185.
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Table 1.1: Medicaid and Demographic Statistics Related to Nursing
Home Services

North South
Minnesota lowa Dakota Dakota  Wisconsin  U.S. Total
Medicaid Spending, 1994
Total (in millions) $2,469.7  $1,089.1 $278.9 $290.6 $2,255.9  $136,886.4
Nursing Facilities (in millions) 863.9 240.5 94.6 86.8 687.4 28,127.0
Percent of Total State 35% 22% 34% 30% 30% 21%
Medicaid Spending
Percent of Nursing Home 63.1% 51.3% 57.5% 56.5% 67.4% 68.8%
Residents Financed by Medicaid,
1993
Percent of State Population Over 12.5% 15.4% 14.7% 14.7% 13.4% 12.7%
the Age of 65, 1994
Nursing Home Beds Per 1,000 78.3 82.0 75.8 71.8 69.7 53.3

Aged 65 and Over, 1994

Sources: Health Care Financing Administration , Medicaid Statistics: Program and Financial Statistics Fiscal Year 1994 ; American Health
Care Association, Facts and Trends, 1994; Current Population Reports, Bureau of the Census; C. Harrington, 1994 Data Book.

Historically,

Statesin the Upper Midwest, including Minnesota, have more nursing
home beds per capita and a higher rate of nursing home usethan the
national average.

In 1994, Minnesota had approximately 78 nursing home beds per 1,000 people

Midwestern age 65 and over, compared with anational average of 53 beds per 1,000. 5As
St_ateS had a shown in Table 1.1, each of the neighboring states was also above the nationa av -
higher rate of erage. In addition, Minnesota also had a higher proportion of its elderly citizens
nurs ng home living in nursing homes than the national average. 1n 1994, 7.1 percent of Minne -
usethan the sota residents aged 65 and over lived in nursing homes, compared with 5 percent
national nationally. Over time, however, Minnesota has moved closer to the national aver -
average. age: the percent of Minnesotans aged 65 and over living in nursing homeshasde -

clined from 8.8 percent in 1980 to 7.1 percent in 1994. 6

The number, type, ownership, and size of nursing homesin each Sateissumma -
rized in Table 1.2. 1n 1995, Minnesota had 444 Medicaid-certified nursing homes
with over 44,000 beds, for an average of 100 beds per facility. Intota size,

5 Charlene Harrington, James H. Swan, and others, 1994 State Data Book on Long-Term Care
Program and Market Characteristics (San Francisco: University of Californiaand Wichita: Wichita
State University, October 1995).

6 Minnesota Departments of Health and Human Services, Profile of Minnesota Nursing Homes
and Long-Term Care Alternatives: 1996 (St. Paul, Feb. 1996), 1-2. The number of nursing home
beds compared to the elderly population also has declined in neighboring states. Moratoriumson
the licensing and/or construction of new beds has helped regulate the supply of nursing home beds.
Minnesota has had a moratorium since 1983. North Dakota, South Dakota, and Wisconsin also h ave
moratoriums, and lowa has a certificate of need program.
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Table 1.2: Comparison of Nursing Homes and Beds, 1995
Minnesota North Dakota South Dakotal_ Wisconsinz_ lowa®
Number Number Number  Number Number  Number Number Number Number Number

Type of of of of of of of of of of of
Facility Facilities Beds Facilities Beds Facilities Beds Facilities Beds Facilities Beds
All 444 44,827 83 7,060 107 7,871 366 41,446 427 32,245
Freestanding 355 37,998 60 5,202 83 6,327 340 39,608 406 30,985
Hospital-Attached 89 6,829 23 1,858 24 1,544 26 1,839 21 1,260
Public 67 5,286 1 38 3 167 40 5711 18 999
For-profit 145 14,675 9 758 38 2,801 191 21,178 249 18,319
Non-profit 232 24,884 73 6,264 66 4,903 135 14,557 160 12,927
Number of Beds:

1-49 53 1,881 16 597 19 775 28 1,015 70 2,676

50-99 212 15,328 41 2,804 72 4,902 166 12,198 267 18,190

100-199 154 20,742 24 3,142 15 1,972 131 17,233 86 10,461

200 and Over 25 6,876 2 517 1 222 41 11,001 4 918

Source: Program Evaluation Division analysis of state nursing home cost report data.

1South Dakota data represent 107 of 112 nursing homes.

2Wisconsin data represent 366 of 411 nursing homes. Wisconsin allows nursing homes to file combined cost reports for nursing facilities
(NF) and intermediate care facilities for the mentally retarded (ICF-MR), which have higher costs than nursing facilities. Facilities filing
combined cost reports were excluded from this evaluation.

%lowa data represent only nursing facilities that provide an intermediate level of care bec ause detailed data on facilities that provide skilled
nursing services were not available.

Minnesota and Wisconsin's nursing home industries were similar. " lowahad a
comparable number of facilities, but had an average of only 75 beds per facility.

While definitions vary by state, afacility is *hospital-attached ” if it sharesabuild -
ing, specific services, and/or costs with an adjoining or nearby hospital. In some
instancesin Minnesota, multiple nursing homesin different locations from ahospi -
tal may also be considered attached facilities. Some hospital -attached facilities

may have higher costs than freestanding homes. One reason for thisisthat some
states, including Minnesota, use Medicare cost reporting procedures for thesefa -
cilities. Twenty percent of Minnesota s nursing homes were hospital-attached,
compared with 22 percent in South Dakota and 28 percent in North Dakota. In
contrast, both Wisconsin and lowa had a much smaller share of hospital-attached
facilities (7 and 5 percent respectively). In addition, unlike most other states, Min -
nesota has 12 short-length-of-stay facilities and 4 facilities providing care for the
severely physically impaired (called Rule 80 facilities), which receive special re -
imbursement considerations.

Thenursing homeindustry in Minnesota and the surrounding states
has mor e non-profit and fewer for-profit homesthan the national
average.

7 Wisconsin has 411 nursing facilities, however, we excluded 45 facilities from our analysis.
These facilities filed combined cost reports for nursing facilities and intermediate care facilities for
the mentally retarded (which have higher average costs than nursing homes).
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Nationally, only 16 percent of nursing homes were non-profit, compared with 52
percent in Minnesota, 62 percent in South Dakota, and 88 percent in North Da -
kota.® More than one-third of the nurs ng homesin Wisconsin and lowawere non-
profit enterprises. Also nationally, 73 percent of nursing home were for-profit,
compared with 58 percent in lowa, 52 percent in Wisconsin, 35 percent in South
Dakota, 33 percent in Minnesota, 11 percent in North Dakota. Finally, 4 percent

of nursing homes nationally were publicl g-owned, compared with 15 percent in
Minnesotaand 11 percent in Wisconain.  lowawas at the nationa average with
four percent, while North Dakota, and South Dakota had few public nursing
homes.

Prior to 1990, nursing homes were classified aseither “skilled nursing” or “inter-
mediate care” facilities, 1° Only skilled nursing fecilities could provide the highest
level of nursing home care. Federa nursing home reform legidation eliminated
this distinction effective October 1, 1990, and creasted asingle classof “nursing fa-
cility,” required to provide 24-hour licensed nursing care. Some states retained
the skilled nursing and intermediate care designation to characterize the level of
care needed by residents. Federa regulations, however, require that all nursing
homes meet the same professiona nurse staffing requirements. Minnesota, North
Dakota, and South Dakota do not distinguish between intermediate and skilled
nursing levels of care. In Wisconsin, nursing facilities provide six different levels
of nursing care from intense skilled nursing to intermediate residential care. H

lowa, however, differentiates between two different levels of care: nursing facili -
ties that provide an intermediate level of care and Medicare-certified skilled nurs -
ing facilities. Unlike the other states examined, lowa maintains adifferent
reimbursement system for each level of care. The lowadatawe evaluated in this
study represents only the nursing facilities providing an intermediate level of care,
and for this reason, is not directly comparable to data for other states. 12

8 Marion Merrell Dow, Inc., Institutional Digest 1995 (Kansas City, 1995): 26.

9 A larger proportion of Wisconsin's municipal- and county-owned nursing homes than for-profit
or non-profit homes were eliminated from our evaluation because of their combined nursing faci lity
and ICF-MR cost reporting. Prior to this adjustment, publicly-owned nursing homes represent ed
nearly 15 percent of all nursing homesin Wisconsin.

10 Prior to 1990, skilled nursing facilities provided 24-hour nursing care which was prescribed by
aphycisian with aregistered nurse working on the day shift seven daysaweek. In contrast, i nterme-
diate care facilities generally were required to have only one licensed nurse working on the day shift
seven days aweek. After October 1, 1990, all nursing facilities (including those providing and inter -
mediate level of care) are required to provide 24-hour licensed nursing care with aregister ed nurse
working seven days aweek, eight hoursaday. Additiona staffing requirementsfor nursing f acili-
ties are discussed in Chapter 3.

11 Intense skilled nursing care requires complex interventions and monitoring by professional
nurses with speciaized nursing assessment skills. In contrast, intermediate residential careis pro-
vided to disabled individuals who need socia services and activity therapy. Furthermore, approxi-
mately 80 percent of Wisconsin's nursing home residents received a skilled nursing level of carein
1994.

12 lowaMedicaid staff told us that 102 of the 427 nursing facilities providing an intermediate level
of care also have units that provide skilled nursing services. We unsuccessfully attempted t o obtain
detailed data on current rates, costs, bed numbers, and patient days for lowa facilities prov iding
skilled nursing services.
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NURSING HOME RATESIN THE UPPER MIDWEST

DESCRIPTION OF NURSING HOME
REIMBURSEMENT SYSTEMS

Thefederal government requires each state to pay for nursing home services
through the use of ratesthat:

are reasonable and adequate to meet the costs that must be incurred by efficiently
and economically operated facilities to provide servicesin conformity with state
and federal laws, regulations, and quality and safety standards. 13

While the federal government sets general policy, it also gives each state flexibil -
ity to establish its own Medicaid reimbursement methods and payment rates for
nursing home services. Consequently, there iswide variation in nursing homere -
imbursement systems among states, making comparisons difficult. Nursing home
reimbursement policies and procedures are used to determine payment rates and
can significantly affect both Medicaid nursing home rates and expenditures. For
instance, a reimbursement system with lower spending limitswill contain costs
more than a system with higher spending limits.

We evd uated nursing home reimbursement systems and rates that were in effect

for the year beginning January 1, 1995 in North Dakota, and July 1, 1995 in Min -
nesota, lowa, South Dakota, and Wisconsin (called the 1995 rate year). 1t should
also be noted that Minnesota has made changes to its reimbursement system for
rates effective July 1, 1996, or the 1996 rate year. Consequently, Minnesotalscur -
rent reimbursement system is different from the one examined as part of thisevalu
aion. In 1995, the L egidature approved an alternative payment demonstration
project for nursing home services. 4 The purpose of this project isto develop a
purchase-of -service approach as an dternative to the current cost-based reimburse -
ment system. As of June 1996, the Minnesota Department of Human Services has
contracted with 73 nursing home providers to participate in the demonstration.

Up to 40 more providers may be added to the project in early 1997.

In 1996, the L egidature modified some new reimbursement limits that had been
implemented in 1995, temporarily suspended other reimbursement limits, and pro -
vided a payment increase of six cents per resident day in addition to theannua in -
flation adjustment for the 1996 rate yesr. D These changes apply only for the 1996
rate year. When setting nursing home reimbursement rates for the 1997 and future
rate years, the law requires the Commissioner of Human Servicesto usethereim -
bursement limits adopted in 1995, and discussed in thisreport. (See Appendix A.)

The remainder of this chapter describes the genera characteristics of nursing
home reimbursement systems, particularly those used in Minnesota and each of

13 42 Code of Federal Regulations Chapter 1V, Subpart C §447.250 (a).
14 Minn. Stat. §256B.434.
15 Minn. Laws (1996), Ch. 451, Art. 3, Section 11. See Appendix A.
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the surrounding states during the 1995 rate year. 16 The reimbursement systems
for mogt states are highly complex. Figures B.1 through B.5in Appendix B sum -
marize the key characteristics of each stat€’ s 1995 Medicaid nursing homereim -
bursement system.

Reimbursement Payment M ethod

State Medicaid programs commonly base reimbursement rates paid to each nurs -
ing home on its costs. Mogt statesuse ““prospective payment ” methods, which use
past costs to set future reimbursement rates. Reimbursement ratesaresetinad -
vance based on a prior year's allowed costs (caled historical costs). 18 Because
prospective systems have a built-in time lag between spending and reimburse -
ment, payments may not match current spending. Prospective methods can befur -
ther classified as:

1. Facility-specific methods which set reimbursement rates for individual nurs -
ing homes based on alowed costs incurred by each home during apre -
vious reporting period. Facility-specific rates may a so be set based on
resident census, facility type, or other conditions. Minnesota, North and
South Dakota, Wisconsin, and 15 other states used prospective facility-spe -
cific payment methodsin 1994. 19

2. Class methods which set asingle flat payment rate for al facilitiesin a state
or set multiple-classrates for groups of homes based on size, geographic
location, resident census, or other attributes. Only California, Louisianna,
and Oklahoma used this type of reimbursement method in 1994.

3. Adjusted methods which alow prospective reimbursement rates, once s,
to beincreased during the rate year. lowaand 23 other statesused ad -
justed, prospective payment methodsin 1994.

During the 1970s, states used retrospective reimbursement methodsin which nurs -
ing homes are reimbursed for allowed costs after services are provided and costs

16 Charlene Harrington, James H. Swan, and others, 1994 Sate Data Book; John Holahan, “State
Rate-Setting and Its Effects on the Costs of Nursing Home Care, ” Journal of Health Poalitics, Policy
and Law 9, no. 4 (Winter 1985): 647-667; Robert E. Schenkler, “Comparison of Medicaid Nursing
Home Payment Systems,” Health Care Financing Review 12, no. 1 (Fall 1991): 93-109. For more
detailed information on nursing home reimbursement in Minnesota see Minnesota House of R epre-
sentatives Research Department, Nursing Home Reimbursement Information Brief (St. Paul: October
1994) and Nursing Home Reimbursement Information Brief: July 1996 Update (St. Paul: July 1996);
Office of the Legidative Auditor, Nursing Homes: A Financial Review (St. Paul, January 1991).

17 The Glossary contains definitions of many of the terms used below.

18 Allowable costs are afacility’s actual costs that are eligible for reimbursement after appropriate
adjustments as required by state Medicaid regulations, including the routine costs of nurs ng home
services needed to provide quality care. Nonallowed costs include items such as gift shopsan d
board of director expenses.

19 JamesH. Swan, Charlene Harrington, and others, Medicaid Nursing Facility Reimbursement
Methods Through 1994, Draft article presented at the 121st Annua Meeting of the American Public
Health Association in October 1993, June 1996 update. Thisarticle aso identified three states that
use combined prospective/retrospective payment methods.
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areincurred. Only one state, Pennsylvania, used a retrospective reimbursement
method in 1994.

Rateand Cost Reporting Years

The reimbursement systemsin the states we eval uated use facility-specific costre -
ports from previous years to set their prospective payment rates. North Dakota

uses a January 1 to December 31 rate year; Minnesota, lowa, South Dakota, and
Wisconsin have July 1 to June 30 rate years. Each State, however, uses different
cost reporting periods. Figure C.1in Appendix C comparestherateand costre -
porting years for each state. 20

Case-Mix Classfication

In some states, reimbursement varies with the care needs of residents. Case mix
classifies residents based on dependenciesin activities of daily living, needs for
specia nursing care, and behavioral conditions. Higher case-mix scoresareas -
signed to residents with higher care needs; generally, case-mix scores are used to
adjust nursing or direct-care per diem rates. Nursing home residentsin Minne -
sota, North Dakota, and South Dakota are assessed and assigned acase-mix class -
fication. Each state, however, uses adifferent case-mix system: Minnesotahas 11
case-mix categories, compared with 16 in North Dakota and 35 in South Dakota.

Reimbur sement Limits

To contain and direct nursing home expenditures, each state limits the amount of
allowed costsit will reimburse. If afacility’s allowed daily costs exceed alimited
reimbursement rate, then it isrembursed at the limited rate.

States use various methods for establishing reimbursement limits. Some states, in -
cluding Minnesota, North Dakota, South Dakota, and Wisconsin, set reimburse -
ment limits for specific groups of costs (such as care-related, direct-care, other
operating, and property costs). 21 Reimbursement limits can be set at a certain per -
cent of the median daily costsfor al nursing homes. Usually, the limit for nursing
or direct-care servicesis higher than the limit for other cost categories. 1n 1995,
Minnesota set a maximum reimbursement for “care-related costs” at 125 percent
of the median per diem cost and “other operating costs” were capped at 110 per -
cent of the median per diem cost for nursing homes in a specific geographic

group. Reimbursement limits can also be set at a percentile of total per diem costs
for specific cost categories. 1owa does not use cost categoriesto limit reimburse -

20 For ratesin effect either January 1 or July 1, 1995, the states in our evaluation used nursing
home costs that were incurred during different 12 month periods between July 1993 and June 19 95.
Minnesota and North Dakota use the same cost reporting period for all facilities; lowa, Sout h Da
kota, and Wisconsin base cost reports on afacility’ sfiscal year.

21 lowa, South Dakota, and Wisconsin updated and recal culated nursing home reimbursement lim -
its using the most recent year of cost data. Minnesota and North Dakota recal culated reimb ursement
limitsin 1992 and use an inflation index to adjust the limits annually.
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ment rates, but sets a maximum per diem Medicaid payment rate at the 70th per -
centile of total daily costs, as determined annudly by the lowa Legidature.

A state may also set reimbursement limits for groups of nursing homes based on
geographic location, number of beds, facility type, or other attributes. Minnesota,
South Dakota, and Wisconsin limit reimbursement of nursing home costs based on
various groupings.

| nflation Adjustments

The method a state chooses to adjust costs for inflation can cause reimbursement
rates to increase at afaster pace than other states. Generally, states use either the
change in anursing home market basket or a consumer price index to inflate either
reimbursement limits and/or per diem operating costs.

ServicesIncluded in Rambur sement Rates

In Minnesota, Including ancillary services (such as physical, occupational and speech therapies;
most therapy and durable medical equipment) in daily payment rates can result in higher rates.
costs are not North and South Dakotainclude ancillary servicesin the daily ratesif the services
included in the are provided in the nursing home. In Minnesota, lowa, and Wisconsin ancillary
reimbur sement services can be either included in the nursing home reimbursement rate or paid by

Medicaid directly to the service provider. In Minnesota, most therapy costs are

rate. billed outside of the daily payment rate.

| ncentives

Mogt states provide various incentive payments to encourage nursing homestore -
duce spending. Minnesota, North Dakota, Wisconsin, and lowa provide various
types of incentive payments applied to operating costs or total costs. Minnesota
also provides refinancing and equity incentives, and Wisconsin providesaprop -
erty incentive.

Property Reimbur sement

North Dakota, South Dakota, Wisconsin, and lowa base property reimbursement
on historica costs alowing for depreciation and actua interest expense. Minne -
sota uses afair-rental formulato calculate an imputed value for property reim -
bursement. Minnesotal s modified rental formulais used only to determine
changes to a base property rate caused by major projects or annua improvements.

Special Reimbur sement Consder ations

Statewide average reimbursement rates may be increased when a state provides
specia reimbursement considerations, usually higher reimbursement limits, to cer -
tain types of facilities. In Minnesota, hospital -attached and short-length-of-stay
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facilities, and facilities serving the severely physicaly impaired are subject to spe -
cia reimbursement considerations. South Dakota aso provides specia reimburse -
ment considerations to hospital-attached nursing homes.

SUMMARY

Nursing home industries in Minnesota and the surrounding states share some char -
acteristics, such as ahigher rate of nursing home use than the national average, but
they aso differ in important ways. Nursing home industrieswere larger in Minne -
sota and Wisconsin than in North and South Dakotain 1995. Minnesota, North
Dakota, and South Dakota had more hospital-attached nursing homes than lowa or
Wisconsin. In addition, Minnesota had more publicly-owned nursing homes than
lowa, North Dakota, and South Dakota.

Mogt states examined do not distinguish between “skilled nursing” and “intermedi -
ate care” after federal regulations eliminated this distinction. Minnesota, North
Dakota, and South Dakota do not distinguish between intermediate and skilled
nursing levels of care. Approximately 80 percent of Wisconsin’s nursing home
residentsreceived a skilled nursing level of care. In contrast, lowa continuesto
distinguish between these two different levels of care, and unlike other dtates,
maintains a different reimbursement system for each level of care. Our analysis of
lowa srates and costs focuses on nursing facilities that providean  intermediate
level of care For thisreason, data on lowa s nursing home reimbursement rates
and costs are not directly comparable to data for the other states examined.

While the federal government regulates and sets general policy for the provision
and reimbursement of nursing home care, it also gives each state flexibility toes -
tablish its own Medicaid rembursement systems. There are more differences than
similarities in the methods each state uses to establish its reimbursement rates.
Each dtate, for instance, uses different cost reporting years, and different methods
of limiting reimbursement of costs and adjusting rates to resident care needs. Asa
result, there iswide variation in nursing home reimbursement systems among the
states examined, making comparisons difficult.

The following chapters describe the variation in Medicaid nursing homereim -
bursement rates in Minnesota and the surrounding states and analyze each state' s
nursing home cost reports to determine what specific factors account for thevari - -
ation in average nursing home rates. In Chapter 5, we evauate the impact of reim -
bursement limits, inflation adjustments, and incentive payments on nursing home
rates and costs.
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bility in establishing its own Medicaid reimbursement methods and rates

for nursing home services. While the five states examined al use prospec -
tive, facility-specific reimbursement methods, the way each state has designed its
reimbursement system varies significantly. The combination of historical, facility-
specific costs, reimbursement limits, and the use of case-mix adjustments results
in considerable variation in daily reimbursement rates both among states and
within each State.

Q swe discussed in Chapter 1, the federal government gives each state flexi -

This chapter examines Medicaid reimbursement rates for nursng homesin Minne -
sota and the surrounding states. We asked:

Towhat extent istherevariation in the rates char ged to nursing home
residentsin Minnesota, | owa, North and South Dakota, and
Wisconsin?

How do Medicaid reimbur sement ratesfor nursing homes compare
with rates charged to private-pay residents?

To answer these questions, we analyzed nursing home reimbursement ratesin ef -
fect for the 1995 rate year which began January 1, 1995, in North Dakota, and

July 1, 1995, in Minnesota, lowa, South Dakota, and Wisconsin. 1 Wereviewed
national literature, and collected private-pay rate datafrom Wisconsin, South Da -
kota, and lowa.

We found that there is awide variation in nursing home per diem reimbursement
rates among the states. 1n 1995, Minnesota s statewide average Medicaid pay -
ment rate of $95.61 per day was significantly higher than the ratesin North and
South Dakotaand Wisconsin. In states without rate equalization, we found that
nursing homes charge private-pay residents more than Medicaid residents.

1 Thisevaluation analyzed Minnesota s nursing home ratesin effect on July 1, 1995 based on
1994 nursing home cost reports (October 1, 1993 to September 30, 1994). Theserate and cost y ears
were selected for several reasons. First, Minnesota' s 1994 cost reports on which the 1995 rat es were
based have been desk audited, a sample has been field audited, and costs have been adjusted. Sec -
ond, South Dakota is adjusting its reimbursement system and will be using rebased 1994 cost datato
set rates for 1996, and their staff suggested we use 1994 cost report data. Third, more current data
for lowawere not available until late in the evaluation process.
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AVERAGE DAILY NURSING HOME RATES

Daily reimbursement rates are typically determined by taking each nursing home's
allowable costs per day, applying reimbursement limits, adjusting for inflation,

and adding incentive payments. Since nursing home rates can vary within a state,
it is necessary to calculate statewide average rates in order to compare rates
among states. Table 2.1 illustrates the 1995 statewide average per diem rates
weighted by resident days for nursing homes in Minnesota and the neighboring
states.” Wefound that:

In 1995, Minnesota’ s statewide aver age M edicaid nursing homer ate of
$95.61 per resident day was significantly higher than theratesin
North Dakota, South Dakota, and Wisconsin.

Table 2.1: Comparison of Average Medicaid Nursing Home Rates Per
Resident Day, 1995

Minnesota North Dakota  South Dakota Wisconsin lowa
Weighted Weighted Weighted Weighted Maximum
Statewide Statewide Statewide Statewide Reimbursement
Facility Type Average Rate Average Rate Average Rate Average Rate Rates’
All $95.61 $79.92 $74.23 $83.15 $61.63 / 64.60
Freestanding 95.49 79.01 72.28 83.29 61.63 / 64.60
Hospital-Attached 99.02 82.45 82.03 80.28 61.63 / 64.60
Public 96.68 2 80.79 83.62 61.63 / 64.60
For-profit 97.52 76.51 73.01 81.71 59.42 / 60.83
Non-profit 95.03 80.23 74.67 85.01 61.63 / 64.60
Number of Beds:
1-49 92.99 80.19 67.90 81.78 61.63 / 64.60
50-99 89.65 75.81 72.27 79.88 61.63 /63.90
100-199 97.22 81.21 81.11 83.10 61.63 / 64.60
200 and over 107.74 93.49 3 87.00 61.63 / 64.60

Note: Statewide average reimbursement rates are for the January 1, 1995 through December 3 0, 1995 rate year for North Dakota, and
the July 1, 1995 through June 30, 1996 rate year for Minnesota, lowa, South Dakota, and Wiscons in.

Source: Program Evaluation Division analysis of state nursing home cost report and rate sett ing data; Minnesota Department of Human
Services.

lowa reimbursement rates represent the maximum reimbursement rate for nursing facilities providing an intermediate level of care only.
The rates do not reflect the costs of providing skilled nursing care and, consequently, are no t directly comparable to rates for other states.
The first rate was effective July 1, 1995; the second rate was effective January 1, 1996.

2North Dakota’s only public facility had an average rate of $95.28 per day.

3South Dakota’s only facility with over 200 beds had an average rate of $83.82 per day.

2 The Program Evauation Division calculated the weighted average rates for lowa, North and
South Dakota, and Wisconsin. The specific procedures used to calculate the rates varied fo r each
state. Generally, we used facility per diem rates contained in each state’ s financial data b ase and
weighted the rate by resident days and resident case-mix census (when available). The Minneso ta
Department of Human Services calculated Minnesota s rates, which reflect a case-mix adjust ed
weighted average rate.
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For al nursng homes, Minnesota s average daily payment rate for the 1995 rate
year was approximately 15 percent higher than the average rate in Wisconsin
($83.15) and nearly 30 percent higher than South Dakota ($74.23). 3 In contrast,
the average daily rates in Wisconsin were 4 percent higher than thosein North Da -
kotaand 12 percent higher than the rates in South Dakota.

lowa s statewide average rates are not directly comparable to the rates for other
states because they reflect the costs of nursing facilities providing an intermediate
level of care only. % lowa srates do not reflect the costs of providing skilled
nursing care, whereasthe rate data for al other states represent the costs of pro -
viding both intermediate and skilled nursing levels of care. In most cases, there -
imbursement rates for lowa sintermediate level of care nursing facilities were the
maximum daily reimbursement rate allowed, $61.63 or $64.60 per diem (see Ta -
ble2.1). In contrast, lowa s skilled nursing facilities had maximum reimburse -
ment rates of $108.99 per day for freestanding homes and $236.84 per day for
hospital-attached homes, effective July 1, 1995. lowa s average rateswould be
higher if they included the costs of providing a skilled nursing level of care.

Table 2.1 dsoillustrates that daily reimbursement rates vary by nursing home type
and size. Wefound that:

Hospital-attached nursing facilitieshad higher average per diem
reimbur sement ratesthan freestanding nursing homesin Minnesota,
North Dakota, and South Dakota during the 1995 rate year .

In Minnesota, the average reimbursement rate for hospital-attached homes of

$99.02 was nearly 4 percent higher than the average rate for freestanding homes
($95.49). The difference between North Dakota s average rates for freestanding
and hospital-attached facilities was also 4 percent, while South Dakota s was 13

percent.

Severd factors could account for higher rates for hospital-attached facilities.

First, in Minnesota and some other states, hospital-attached homes file different
(Medicare) cost reports than freestanding homes. 5 Instead of reporting direct
costs, a hospital-attached home allocates costs between the nursing home and hos -
pital using variousformulas. For instance, large proportions of costs are alocated
based on the amount of square feet in each facility, not on the service provided.
Other costs are allocated based on services, such as the number of meals served in
each part of thefacility. Second, Minnesota and South Dakota, provide specia

3 lowa srates represent only nursing facilities providing an intermediate level of care and there-
fore, are not directly comparable to Minnesota’ srates. Nursing home ratesin Minnesotawere be-
tween 48 and 55 percent higher than lowa s rates of $61.63 per resident day effective July 1, 19 95
and $64.60 per day effective January 1, 1996.

4  We were unable to obtain detailed information on costs, rates, resident census, and number of
beds for lowa homes providing skilled nursing services. See earlier discussion in Chapter 1.

5 The cost reports for hospital-attached facilities in Minnesota do not include detailed sal ary or
other cost information that is available for freestanding homes. For example, hospital-at tached facili-
ties report atotal cost for nursing services, but no detail is available for salaries, supplies, or other
lineitems.
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reimbursement considerations for hospital-attached homes which results in higher
costs and rates. This|latter issueis discussed in more detail in Chapter 3.

No pattern is evident when average rates are examined by ownership type. InMin -
nesota, for-profit homes, one-third of all homesin the state, had the highest aver -
agedaily rate. In Wisconsin, for-profit homes had the lowest average daily rate

and non-profit homes had the highest average daily rate. While few in number,

the publicly-owned facilities in North Dakota (1) and South Dakota (3) had the
highest rates.

The average rate by number of beds showed that:

In Minnesota and neighboring states, nursing homeswith over 200
bedshad the highest statewide average daily ratesin 1995.

Although nursing homes with over 200 beds comprise asmall share of each state's
total nursing homes, in Minnesota and Wisconsin these facilities account for 15
percent and 27 percent of all nursing home beds, respectively. 6 These large nurs-
ing homes had the highest average daily reimbursement rate in every state exam -
ined. In Minnesota, the average daily reimbursement rate for nursing homeswith
over 200 beds was $107.74. In contrast, Minnesota s nursing homes with between
50 and 99 beds (34 percent of total nursing home beds) had the lowest average
daily rate, $89.65.

In Minnesota, differences in location and average case-mix score explain some of
the variation in nursing home reimbursement rates. The majority (88 percent) of
Minnesota's largest homes were located in the geographic group with the highest
reimbursement (Group 3). Thelargest homes also had a higher average case-mix
score (2.46) than the smallest homes (2.30 for homes with 1 to 49 beds and 2.40
for those with 50 to 99 beds). Homes with between 100 and 200 beds had the
highest average case mix score (2.48) and the second highest average daily rate
($97.22).

We also examined the change in statewide average reimbursement rates from
1990 to 1994. Table 2.2 shows that Minnesota s nursing home rate per day had an
average annual increase of 7.6 percent during this period, faster than the genera
inflation rate (3.3 percent), but about the same as the medical inflation rate (7.8
percent). Minnesota's reimbursement rates increased dightly more than the rates
in most of the surrounding states. South Dakota, the one exception, implemented
its case-mix reimbursement system in 1993 causing ratesto increase. In statesus -
ing case mix, the average daily rates may be affected by increased occupancy of
higher case-mix residents. For dl states, the larger rate increases from 1990 to
1992 could be attributed to the costs of implementing federal nursing homere -
forms. Many provisions of the Omnibus Budget Reconciliation Act of 1987 be -
came effective January 1, 1990, such as new nursing staff requirements (discussed
in Chapter 3) and additional training for certified nursing aides.

6 Table1.2in Chapter 1 compares the number and types of nursing homesin each state. Nursing
homes with over 200 beds accounted for 7 percent of all bedsin North Dakota and 3 percent of a |
beds in South Dakota and lowa.
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Table 2.2: Trends in Average Nursing Home Rates,
1990 to 1994

Percent Change from Previous Year in
Average Nursing Home Rates

Annual Average
Percent Change

1991 1992 1993 1994 1990-94
Minnesota 10.9% 4.8% 7.5% 4.6% 7.6%
lowa 8.0 5.5 6.0 4.4 6.5
North Dakota 10.4 8.2 3.2 2.2 6.5
South Dakota 8.7 15.9 10.5 7.3 12.3
Wisconsin 9.9 12.3 -2.4 4.0 6.3
National Average 6.2 6.5 3.7 5.3 5.9
Consumer Price 4.2 3.0 3.0 2.7 3.3
Index-Urban
Consumer Price 8.9 7.6 6.5 5.2 7.8
Index-Medical

Source: James H. Swan, Charlene Harrington, and others, Medicaid Nursing Facility Reimbursement
Methods Through 1994, June 1996 update of draft article; U.S. Department of Labor, Bureau of Labor
Statistics.

Asmentioned in Chapter 1, reimbursement rates can vary with the care needs of
residents. Reimbursement rates in Minnesota, North Dakota, and South Dakota
are established using resident case-mix classifications: Minnesota has 11 case-mix
categories, compared with 16 in North Dakota and 35 in South Dakota 7 Wiscon-
sin distinguishes among six levels of care. AsTable 2.3 shows, the statewide aver -
age reimbursement rate for the 1995 rate year in Minnesota ranged from $65.84

for acasemix “A” resident needing the least amount of care to $125.40 for a case
mix “K” resident requiring the most costly care. Since each state uses a different
system to assess and score resident needs, comparison of the case-mix weighted
average daily rates among states is not possible. Research studies suggest that
case-mix systems may have higher rates overall because more costly, high needs
residents (including hospital patients) will have access to nursing home services,
reimbursement rates will more accurately reflect the care needs of al residents,

and it will cost more to administer amore complex case-mix system.

7 Wedid not have the detailed resident census data necessary to calculate arange of case-mix
weighted rates for South Dakota.

8 John Holahan, “State Rate-Setting and its Effect on the Costs of Nursing Home Care,” Journal

of Health Palitics, Policy and Law 9, no. 4 (Winter 1985): 647-667. Robert E. Schlenker, “Compari-
son of Medicaid Nursing Home Payment Systems,” Health Care Financing Review 13, no. 1 (Fall
1991): 93-108. Kenneth E. Thorpe and others, “The Resource Utilization Group System: Its Eff ect
on Nursing Home Case Mix and Costs,” Inquiry 28, no. 4 (Winter 1991): 357-365. Brant E. Fries,
“Comparing Case-Mix Systems for Nursing Home Payment,” Health Care Financing Review 11,

no. 4 (Summer 1990): 103-119.
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Table 2.3: Comparison of Average Case-Mix Weighted Medicaid Nursing
Home Rates, 1995

Facility Type
All

Freestanding
Hospital-Attached

Public
For-profit
Non-profit

Number of Beds:
1-49
50-99
100-199
200 and Over

Minnesota
Case Mix
Weighted

Average Range
$65.84 to $125.40

$70.83t0 $124.50
$76.68 to $131.37

$67.32 t0 $124.94
$66.81 to $127.38
$65.62 to $125.21

$67.20 to $127.64
$64.23 to $120.54
$67.57 to $129.77
$73.49 to $143.39

North Dakota
Case Mix
Weighted

Average Range
$66.18 to $111.87

$64.73 to $111.34
$70.71 to $113.41

$84.65 to $139.74
$63.31 to $102.89
$66.36 to $113.70

$64.36 to $111.72
$64.05 to $106.44
$66.35 to $111.23
$78.87 to $125.65

Wisconsin
Level of Care
Weighted

Average Rangel
$41.83 to $101.60

$41.99 to $101.88
$39.86 to $95.38

$38.38 to $102.59
$43.57 t0 $99.71
$40.57 to $104.42

-2 10 $104.31
$40.77 to $96.93
$40.93 to $101.70
$43.47 to $105.04

Note: The statewide average reimbursement rates are for the January 1, 1995 through Decemb er 30, 1995 rate year for North Dakota,
and the July 1, 1995 through June 30, 1996 rate year for Minnesota and Wisconsin.

Source: Program Evaluation Division analysis of state nursing home cost report and rate sett ing data; Minnesota Department of Human

Services.

Ywisconsin's average rates represent six different levels of care.

2Wisconsin did not have any facilities providing residential intermediate care, the lowe st level of care, with between 1 and 49 beds.

Minnesota and
North Dakota
aretheonly
states that
equalizerates
between
private- and
public-pay
residents.

RATE EQUALIZATION

The main sources of nursing home payment include Medicaid, asthe primary gov -

ernment payer, and residents paying for their own care. In Minnesota, about 26
percent of nursing home residents paid for their own care in 1995, compared with
about 45 percent in lowa. Our review of literature and interviews with industry
representatives suggests that the source of payment could explain some of the vari

ation in nursing home rates.

In Minnesota and North Dakota, nursing homes participating in the Medicaid pro -
gram cannot charge higher ratesto private residents than the rates set for smilar
Medicaid residents. ® The purpose of rate equalization isto prevent discrimination
and ensure access to nursing home care for Medicaid-supported residents. In
some states without rate equalization, nursing homes are able to charge private-
pay residents higher per diem rates than Medicaid residents and use these higher

private-pay rates to subsidize lower Medicaid rates. Research studieshaveesti -
mated that nursing facilities in some states charge private-pay residents from 10 to

9 Minn. Sat. §256B.48, Subd. 1(a); North Dakota Department of Human Services, Rate Setting
Manual for Nursing Facilities, (Bismarck, Oct. 1995), 11. In Minnesota, rate equalization does not
apply to single-bed rooms.
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30 percent higher rates than Medicaid residents. 10 Wisconsin and South Dakota
routinely collect data on the average rates charged to private-pay residents. 2 we
found:

Average nursing home private-pay rates wer e between 25 and 35
per cent higher than average M edicaid ratesin Wisconsin in 1994 and
between 10 and 14 percent higher in South Dakotain 1995.

AsTable 24 illudtrates, the differencesin average private-pay and Medicaid rates

in Wisconsin ranges from 25 percent higher for intense skilled nursing to 35 per -
cent higher for an intermediate level of care. 12 The majority of nursing homeres -
dents (77 percent) in Wisconsin receive askilled nursing level of care, which had
adifference of 29 percent between average private-pay and Medicaid rates. Smi -
larly, the average private-pay rate for all nursing homesin South Dakotawas

$81.94 in 1995, or 10 percent higher than the statewide average rate weighted by
resident days ($74.23) and 14 percent higher than the non-weighted statewideav -
erage Medicaid rate ($71.83). 1

lowa also collects some private-pay rate data from arandom survey of approxi -
mately 30 percent of all nursing homes. These data should be considered with cau -
tion because the survey process did not attempt to consistently account for costs
included in the rates reported. The average private-pay rate of $70.62 in Decem -

Table 2.4: Comparison of Average Medicaid and
Private-Pay Nursing Home Per Diem Rates in
Wisconsin, 1994

Average Average Private-Pay Rate

Per Diem Private-Pay as a Percent of
Level of Care Medicaid Rate Rate Medicaid Rate
Intense Skilled Nursing $96.90 $121.28 125.2%
Skilled Nursing 82.24 106.32 129.3
Intermediate Care 69.18 93.37 135.0
Limited Care (ICF-2) 69.75 88.16 126.4
Personal Care (ICF-3) 50.12 71.93 143.5
Residential Care (ICF-4) 40.80 56.44 138.3

Source: Wisconsin Department of Health and Social Services, Wisconsin Nursing Homes: 1994, Janu-
ary 1996, Table 16. Source of data for this report was the 1994 Annual Survey of Nursing Homes .

10 JamesK. Tellatin, “Medicaid Reimbursement in Nursing Home Vauations,” The Appraisal
Journal (Oct. 1990): 461-467; Howard Birnbaum and others, “Why Do Nursing Home Costs Vary?
The Determinants of Nursing Home Costs,” Medical Care 14, no. 11 (Nov. 1981): 1095-1107; Jane
Sneddon Little, “Public-Private Cost Shiftsin Nursing Home Care,” New England Economic Review
(July/Aug. 1992): 3-14; Jane Sneddon Little, “Lessonsfrom Variationsin State Medicaid Expendi-
tures,” New England Economic Review (Jan./Feb. 1992): 43-66.

11 The Wisconsin Department of Health and Socia Services reviews and audits private-pay rate
data to calculate the spend-down of residents’ assets before qualifying for Medicaid servic es.

12 Private-pay rates for personal care and residential care were 43 and 38 percent higher than the
Medicaid rates, respectively, but less than one percent of Wisconsin nursing home residents received
these two levels of care combined.

13 Source: Program Evaluation Division analysis of South Dakota private and public rate data.
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ber 1995 was between 9 and 16 percent higher than lowa s maximum Medicaidre -
imbursement rates of $61.63 per day effective on July 1, 1995 and $64.60 effec -
tive on January 1, 1996.

One research study found that as cost-controlling reimbursement featuresincrease,
so does the difference between private-pay and Medicaid rates, suggesting that
“private patients appear to be subsidizing public patients. »14 B¢ ow-average Medi -
caid spending for nursing home care may indicate a more efficient delivery of
services, but it may aso reflect below-average quality, or above-average use of
crosssubsidies. In some states, Medicaid nursing home spending may only ap -
pear to be low cost because private-pay residents are subsidizing the publicres -
dents. In comparison, some states Medicaid spending may appear relatively high
partl;isbecause spending better reflects the full cost of providing nursing home

care.

SUMMARY

In this chapter we have demonstrated that Minnesota s 1995 nursing home Medi -
caid payment rates were higher than those in neighboring states. Minnesota's
statewide average rate was $95.61 per day in 1995, or between 15 and 30 percent
higher than the statewide average ratesin North Dakota, South Dakota, and Wis -
consin.

Minnesota and North Dakota are unique because they are the only two Statesin

the nation that limit the rates nursing homes can charge private-pay residentsto no
more than the rates set for Medicaid residents. In states without rate equalization,
private-pay rates have been estimated to be between 10 and 30 percent higher than
Medicaid rates. Some researchers have made the theoretical argument that private
residents appear to be subsidizing public residents. However, we do not haveevi -
dence to conclude that rate equdization contributes to Minnesota s higher average
daily nursing homerates. In Chapter 3, we examine the detailed nursing home

cost reports used to establish reimbursement rates to determine what specific costs
account for the differences in rates among the states.

14 Birnbaum, 1107.
15 Little, “Public-Private Cost Shifts,” 3, 8.
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CHAPTER 3

Our study
examined
nursing home
coststo
determine why
Minnesota had
higher rates.

bursement rates for individual homes based on the allowed costs incurred

by each home during a previous reporting period. This chapter analyzes
the nursing home costs reported to the Medicaid agency for the purposes of setting
the 1995 reimbursement rates. Specifically, we asked:

Q sdiscussed in Chapter 1, state Medicaid programs set nursing homereim -

What specific costs account for higher nursing homeratesin
Minnesota?

We examined the nursing home cost data used to establish reimbursement rates for
the year beginning January 1, 1995 in North Dakota, and July 1, 1995 in Minne -
sota, lowa, South Dakota, and Wisconsin. Asdiscussed in Chapter 1, since each
state uses a different cost reporting year, these costs were incurred during different
12 month periods between July 1993 and June 1995, and are referred to as the
1994 cost reporting year. (SeeFigure C.1in Appendix C.) We used Minnesota's
cost reporting form as aframework for analyzing nursing home costs, the specific
cost categories of which are summarized in Figure 3.1. We reallocated each

date's al;zudited, allowable costs as accurately as possible to Minnesota's cost cate -
gories.

In general, we found that on average total nursing home costsin Minnesotanurs -
ing homes were between 7 percent and 27 percent higher than homesin surround -
ing states. Minnesota nursing homes a so had higher costs for many, but not all,
individua categories of nursing home costs than the other states examined. We
found that nursing homes in Minnesota provided more nursing hours of care per
resident day, paid higher salariesto nursing and other staff, and had higher fringe
benefit and workers compensation costs than most neighboring states.

Minnesota’ stotal nursing home costs were aso higher because they included
items, such asaprovider surcharge and pre-admission screening fees, not included
in the reimbursement rates in the other states examined. In addition, Minnesota’'s
licensing fees, which support state licensing and inspection activities, were higher
than surrounding states. Minnesota s property costs, which were estimated for
thisanalysis, were higher than one other state examined. Hospital-attached homes
contributed to increased average nursing home costs in Minnesota.

1 Our andysis was complicated because each state uses different cost reporting forms with di ffer-
ent levels of detail, states aggregate costs differently, and some states report alarge shar e of costsin
“other” categories. Consequently, it was not always possible to identify and reallocate the exact
same costsin each state' s cost report.
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Figure 3.1: Cost Categories in Minnesota'’s
Nursing Home Cost Reporting Form

NURSING:
Nursing salaries Non-prescription drugs
Nursing equipment and supplies Medical director

Nurses training
OTHER CARE-RELATED SERVICES:

Social service, activities, therapy Related equipment and supplies
salaries
DIETARY:
Salaries, supplies, contracted Dietary consultant fees
services Raw food

LAUNDRY AND LINEN:
Salaries, supplies, contracted services

HOUSEKEEPING:
Salaries, supplies, contracted services

PLANT OPERATIONS AND MAINTENANCE:

Salaries Building and equipment repairs
Utilities Maintenance supplies/minor
Purchased services equipment

PROPERTY TAXES, LICENSE AND OTHER FEES:
Property taxes Licensing fees
Special assessments Pre-admission screening fees

Provider surcharge
GENERAL AND ADMINISTRATION:

Administrator and office salaries Advertising
Supplies Professional development
Telephone charges Purchase of professional services
Insurance: liability, property, etc. (legal, accounting, data
Travel processing)
PAYROLL TAXES AND FRINGE BENEFITS:
FICA Unemployment insurance
Group life, medical, dental insurance Workers’ compensation insurance
Uniform allowance Clerical training
Pension PERA contributions
PROPERTY COSTS:!
Depreciation Interest

Lease and rental

1Nursing homes in Minnesota report property costs as part of the property taxes, license and
other fees category.

MINNESOTA'SDAILY NURSING HOME
COSTSCOMPARED WITH NEIGHBORING
STATES

To determine what specific factors account for Minnesota s higher than average
nursing home rates, we analyzed each state' s average daily nursing homedlow -
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able costs during the cost years used to establish the 1995 reimbursement rates.
Table 3.1 summarizes the statewide average nursing home costs per resident day,
and Table 3.2 shows the distribution of statewide average nursing home cogts.
When Minnesota s average nursing home costs per day were compared with those
in surrounding states, we found that:

On aver age, total nursing home costs per resdent day in Minnesota
nursing homes wer e between 7 per cent and 27 percent higher than
neighboring statesin 1994.

Table 3.1: Estimated Average Nursing Home Costs Per Resident Day,

1994
North South
Minnesota Dakota Dakota Wisconsin lowa?

Nursing $39.13 $31.19 $28.61 $36.36 $25.89
Other Care-Related 3.67 3.59 5.04 3.05 1.62
Dietary 10.11 9.26 9.57 8.81 8.55
Laundry and Linen 1.86 1.74 1.78 2.02 1.74
Housekeeping 3.01 2.44 2.43 2.74 2.60
Plant Operations and Maintenance 4.72 4.76 4.18 4.66 3.85
Property Taxes/License Fees 2.89 0.12 0.37 0.87 0.67

Property Taxes and Special

Assessments 0.67 0.12 0.37 0.87 0.67

Provider Surcharge 1.69 NA NA NA NA

License Fees 0.23 NA NA NA NA

Pre-Admission Screening Fees 0.29 NA NA NA NA
General and Administrative 7.97 7.08 6.33 8.42 5.65
Payroll Taxes/Fringe Benefits’ 11.02 8.23 7.66 11.20 6.30
Property Costs 5.44 6.40 4.82 5.97 4.48
Total Costs Per Day $89.82 $74.82 $70.79 $84.08 $61.35

Note: NA = Not applicable. Some columns may not sum because of rounding errors.

Source: Program Evaluation Division analysis of state nursing home cost report data.

YThere are no easily identifiable property-related costs for Minnesota nursing homes. We es timated property costs for Minnesota using
allowed principal and interest, equipment, and capital repair and replacement costs.

2lowa cost data represent the cost of providing an intermediate level of care only. The data do not reflect the cost of providing skilled nurs -
ing care and are not directly comparable to costs for other states.

3Fringe benefit costs in Minnesota include $0.22 per resident day for public pension (PERA) co ntributions, which were reimbursed without

limitation.

2 Nursing homesin Minnesota report property costs (such as depreciation and interest) but t hese
costs are not audited or used to establish reimbursement rates. Consequently, there are no d ataon
property-related costs for Minnesota nursing homes. With the assistance of the Department of Hu-
man Services, we estimated that property-related costs for nursing homes in Minnesota averaged
$5.44 per day in 1994. This estimate is based on alowed principal and interest, equipment, and capi-
tal repair and replacement costs divided by resident days. If the unaudited depreciation and interest
costs were used, Minnesota' s property costs would be an estimated $6.05 per day.
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Table 3.2: Distribution of Estimated Average Nursing Home Costs Per

Resident Day, 1994

North South
Minnesota Dakota Dakota Wisconsin lowa
Nursing 43.6% 41.7% 40.4% 43.2% 42.2%
Other Care-Related 4.1 4.8 7.1 3.6 2.6
Dietary 11.3 12.4 135 10.5 14.0
Laundry and Linen 2.1 2.3 2.5 2.4 2.8
Housekeeping 3.3 3.3 3.4 3.3 4.2
Plant Operations and Maintenance 5.2 6.4 5.9 5.5 6.3
Property Taxes/License Fees 3.2 0.2 0.5 1.0 1.1
Property Taxes and Special
Assessments 0.7 0.2 0.5 1.0 11
Provider Surcharge 1.9 NA NA NA NA
Licensing Fees 0.3 NA NA NA NA
Pre-Admission Screening Fees 0.3 NA NA NA NA
General and Administrative 8.9 9.5 8.9 10.0 9.2
Payroll Taxes and Fringe Benefits 12.3 11.0 10.8 13.3 10.3
Property Costs 6.1 8.6 6.8 7.1 7.3
Total Costs 100.0% 100.0% 100.0% 100.0% 100.0%

NA = Not applicable.

Note: Totals may not sum to 100 percent because of rounding error.

Source: Program Evaluation Division analysis of state nursing home cost report data.

Nursing
salaries
accounted for
over one-half of
thetotal cost
difference
between
Minnesota and
surrounding
states.

During the 1994 cogt reporting year, nursing homes in Minnesota had an average

of $89.82 per resident day in alowed costs. 3 Minnesota s total nurs ng home
costs per day were 7 percent higher than daily costsin Wisconsin, 20 percent
higher than in North Dakota, and 27 percent higher than in South Dakota 4 We
analyzed categories of nursing home costs to determine what specific factorscon -
tribute to Minnesota s higher average daily costs. We found that:

In 1994, nursing costs per day, the largest category of nursing home
costs, accounted for over one-half of the differencesin total nursing
home costs between Minnesota and the surrounding states.

Nursing costs, which include nursing salaries and supplies, accounted for over 40
percent of total nursing home costs among the states examined (see Table 3.2).
Nursing costs in Minnesota nursing homes averaged $39.13 per day, and werebe -
tween 8 percent and 37 percent more than neighboring states. When the cost cate -
gory with the greatest difference from neighboring states was examined, we found
that:

3 Anaysisof costsfor all states was based on actual resident days, a day for which nursing serv -
ices were provided and billable.

4 lowa s costs represent only nursing facilities providing an intermediate level of care and, there-
fore, are not comparable to costs for other states. On average, nursing homes in Minnesota spent 46
percent more per day than the $61.35 per day spent in lowa s nursing facilities.
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All nursing
homes must
meet the same
federal
minimum
nursing staff
requirements.

In 1994, the costs of *‘property taxes, licenseand other fees” in
Minnesota nursing homes wer e between 3 and 24 times higher than
neighboring states.

The costs of property taxes, license and other fees for Minnesota nursing homes
averaged $2.89 per day, compared with between $0.12 and $0.87 per day inneigh -
boring states. Reasonsfor these cost differences are discussed in greater detail
below.

Minnesota nursing homes aso had higher average costs per day than homesin
neighboring states for dietary and housekeeping services. In other cost categories
(laundry, plant operations, general and administration, payroll taxes/fringe bene -
fits, and property) the patterns were more mixed. Minnesota nursing homesdid
not aways have the highest costsin every cost category.

FACTORSCONTRIBUTING TO
DIFFERENCESIN NURSING HOME COSTS

Various national studies indicate that differencesin nursing home costs among
states can be attributed to staffing levels, the proportion of professiona nursing
staff, salary and benefit costs, and the inclusion of ancillary servicesin therates.
This section begins with adiscussion of staffing levels and labor costs. 6

Staffing Levels

Federal laws and regulations require that Medicaid-certified nursing facilities:

...must have sufficient nursing staff to provide nursing and related servicesto at -
tain or maintain the hi g;mt practicable physical, mental, and psychosocia well-
being of each resident.

Specifically, anursing home must have alicensed nurse on duty 24-hours aday; a
registered nurse on duty at least 8 hours aday, 7 days aweek; alicensed nurse

5 JamesH. Swan, Charlene Harrington, and others, Medicaid Nursing Facility Reimbursement
Methods Through 1994, Draft article presented at the 121st annual meeting of the American Public
Health Administration in October 1993, June 1996 update; John Holahan and Joel Cohen, “Nursing
Home Reimbursement: Implications for Cost Containment, Access and Quality, ” The Milbank Quar-
terly 65, no. 1 (1987): 112-147; Jane Sneddon Little, “Lessonsfrom Variationsin State Medicaid
Expenditures,” New England Economic Review (Jan./Feb. 1992): 43-66.

6 Our analysisof staffing levels focuses on nursing staff. We were unable to analyze admini stra-
tive staffing levels because data on the number of administrative staff, hours worked, and saaries
were either limited or unavailable. Thelack of detail on the nature of purchased professio nal serv-
ices further complicated our analysis of administrative staffing.

7 42 Code of Federal Regulations §483.30.
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serving as a charge nurse on each tour of duétgy; and aregistered nurse serving as
the director of nursing on afull-time basis.

Federal regulations do not specify aminimum nursing staff requirement per res -
dent for nursing care. We reviewed the Medicaid-certified nursing facility rules
and regulations for each state, and found that:

In addition to the federal requirements, Minnesota and Wisconsin
have specific minimum requirementsfor the number of hours of
nursing care provided.

Minnesota laws require nursing homesto provide aminimum of 2 productive
hours of nursing care per resident day or 0.95 productive hours per standardized

(or case-mix adjusted) day, whichever is gregter. 9 Wisconsin requiresthat nursing
facilities provide between 0.5 and 2.25 hours of nursing care per resident day de -
pending on the level of care required. 10 The staffing requirementsin other states
examined parallel the language in federal regulations.

Nursing homes in Minnesota, South Dakota, and Wisconsin report the number of
hoursworked by various staff positions as part of the Medicaid nursing home cost
report. We examined these data and found that:

On average, nursing homesin Minnesota provide mor e hour s of
nursing care per resident than isrequired by state law.

In 1994, nursing homes in Minnesota provided 2.9 hours of productive nursing
care per resident day on average and 1.2 hours of productive nursing care per
standardized (case-mix adjusted) day. In addition, we found that:

On average, nursing homesin Minnesota and Wisconsin provided
mor e hoursof nursing care per resdent day than homesin South
Dakota in 1994.

Table 3.3 shows that nursing homesin Minnesota consistently provided more
hours of total nursing, licensed nursing, and nursing aide care per resident day,
and had a higher ratio of licensed nurses to aides than homes in South Dakota.
Nursing homes in Minnesota provided more hours of licensed nursing care per
resident day and had a higher ratio of licensed nursesto nursing aides than homes
in Wisconsin. Homesin Wisconsin provided more hours of total nursing care per

8 A nursing facility may request awaiver of the registered nurse requirement. The director of
nursing may serve as a charge nurse only when the facility has an average daily occupancy of 60 or
fewer residents. Federal regulations also contain specific requirements for dietary, soci a services,
and activities staff.

9 Minn. Sat. §144A.04, Subd. 7. “Hours of nursing care” means the paid, productive nursing
hours of al nurses and nursing assistants, which means on-duty hours during which nurses and nu rs-
ing assistants are engaged in nursing duties. Productive hours exclude vacations, holidays, sick
leave, in-service training, and lunches. A “standardized day” isthe actual number of residentsin
each case-mix class multiplied by the case-mix score for that resident class.

10 Wisconsin Department of Health and Social Services, Wisconsin Administrative Code, Chapter
HSS 132.62 (3): 163. InWisconsin, productive hours include meal times and non-productive h ours
include paid vacation, holiday and sick leave, and other time off including training.
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Minnesota's
nursing homes
provided a
relatively high
number of
hour s of
nursing care.

Table 3.3: Average Nurse Staffing Levels, 1994

Minnesota South Dakota Wisconsin

Nursing Hours per Resident Da)}l

Total 3.33 2.85 3.37
Productive 2.94 - 3.08
Nursing Hours per Standardized
Day
Total 1.37 - -
Productive 1.21 - -
Licensed Nursing Hours per
Resident Da
Total 1.11 0.83 1.05
Productive 0.93 - 0.96
Nursing Aide Hours per
Resident Day
Total 2.22 2.02 2.32
Productive 1.97 - 2.12
Ratio of Licensed Nurses per
Nursing Aide
Total 0.50 0.41 0.45
Productive 0.47 - 0.45

Note: Data on nursing hours were not available for lowa and North Dakota.
Source: Program Evaluation Division analysis of state nursing home cost report data.

1Nursing hours include registered and licensed practical nurses and nursing aides in Minnes ota and
South Dakota. Wisconsin also includes the director of nurses’ hours in nursing hours.

2Licensed nursing hours include registered and licensed practical nurses in Minnesota and S outh
Dakota. Wisconsin also includes the director of nurses’ hours in this category.

resident day than those in Minnesota, however, alarger proportion of the care was
provided by nursing aides than licensed nurses.

A differencein the types of nursesincluded in thetotal nursing and licensed nurs -
ing categories complicates the above comparison. Minnesota and South Dakota
exclude directors of nursing from total nursing or licensed nursing hours. Wiscon -
sin, however, includes directors of nursing in the calculation of totd nursingand i -
censed nursing hours, which could inflate the hours of care provided per day.

We also examined nurse staffing information reported by nursing homes as part of
the federal survey certification process. 12 Asshownin Table 34, nurs ng homes
in Minnesota had more full-time equivaent total nursing staff per facility than

11 According to nursing cost report data from each state, licensed nurses accounted for approxi -
mately 34 percent of total nursing hours in Minnesota, compared with 31 percent in both South Da-
kota and Wisconsin.

12 These unaudited data represent nurse staffing patterns during the two-week pay period immed i-
ately preceding afacility’ s certification survey and are not necessarily representati ve of staffing pat-
terns throughout the year. In addition, arepresentative from the lowa Department of Inspec tions and
Appealstold usthat nursing facilities inflated the number of hours reported.
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Table 3.4: Average Full-Time Equivalent Nurse
Staffing per Facility, 1995-96

Ratio of

Licensed

Licensed Nursing Nurses

Nurses Aides Total to Aides
Minnesota 18.4 35.3 53.7 .52
lowa® 19.0 26.8 45.9 71
North Dakota 13.6 33.3 47.0 41
South Dakota 11.1 25.0 36.2 44
Wisconsin 18.6 42.6 61.3 44

Note: Full-time equivalent is defined as 70 hours for a two-week pay period. Unaudited data re present
nurse staffing patterns for the pay period preceding a facility’s certification survey.

Source: U.S. Department of Health and Human Services, Health Care Financing Administration , On-
Line Survey Certification and Reporting System data generated by the Minnesota Departm ent of
Health, July 1995 to July 1996.

!Licensed nurses includes registered and licensed practical nurses.

A representative from the lowa Department of Inspections and Appeals told us that nursing fa cilities in-
flated the number of hours reported.

every state except Wisconsin, and a higher ratio of licensed nurses to aides except
for lowa

Salary and Fringe Benefit Costs

The costs of labor dominate nursing home spending. In the states we examined,
sadary and fringe benefit costs for freestanding nursing home employeesac -
counted for between 65 and 70 percent of total nursing home costsin 1994, nearly
two-thirds of which wasfor licensed nurses and nursing aides. 13 Consequently,
the costs of labor could be a significant factor in explaining why Minnesota’'snurs -
ing home costs are higher than neighboring states. Analysisof federal and statela -
bor market data revealed that:

Average hourly wagesfor all private nursing home employeesin
Minnesota wer e higher than in neighboring states, but wer e lower

than the national averagein 1994. The same wage pattern, however, is
evident for all privateindustry employees.

Table 3.5 shows that average hourly wages for all private nursing home employ -
eesin Minnesota were 97 percent of the national average in 1994, compared with
77 percent in North Dakota, 79 percent in lowa, 83 percent in South Dakota, and
95 percent in Wisconsin. Nursing home wages, however, follow the same pattern
for wages observed for al private industry employees, most jobs in Minnesota
paid more than comparable jobsin surrounding states, but less than the national
average.

13 The sdary and fringe benefits analysis focuses on freestanding nursing homes only, because in
Minnesota hospital-attached homes use a different, less detailed cost reporting form.
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Table 3.5: Average Hourly Wages as a Percent of U.S. Average, 1994

All Private Nursing
Home Employees1
Percent of U.S. Average

All Private Industry
Employees
Percent of U.S. Average

North South u.S.
Minnesota Dakota Dakota Wisconsin lowa Average
$7.47 $5.95 $6.34 $7.30 $6.04 $7.68
97% 77% 83% 95% 79% 100%
$12.51 $9.29 $8.92 $11.43 $10.43 $12.74
98% 73% 70% 90% 82% 100%

Source: U.S. Department of Labor, Bureau of Labor Statistics.

Federal Bureau of Labor Statistics data represent a combined average wage for all workers employed in private nursing facilities covered
by unemployment insurance.

Table 3.6 shows that average hourly wages for nursing home occupationsin Min - -
nesota exceed those in most other statesin the region. 14 on average, nursing
aides were paid morein Minnesota than in neighboring states. The averagesda -
riesfor licensed practical nursesin Wisconsin nursing homes were four cents
higher than comparable salariesin Minnesota. Average salariesfor registered
nurses in North and South Dakota were higher than in Minnesota, but alsoin -
cluded registered nurses employed in hospitals.

Data from nursing home cost reports showed that:
Freestanding nursing homesin Minnesota paid higher average hourly

salariesfor nearly every occupation than homesin South Dakota and
Wisconsin in 1994.

Table 3.6: Average Hourly Wages for Nursing Home Occupations, 1994-95

North South
Minnesota® Dakota® Dakota Wisconsin® lowa®
Administrators $19.61 NA NA $21.53 $17.61
Registered Nurses 15.10 16.13 15.55 14.75 12.02
Licensed Practical Nurses 11.24 10.38 10.05 11.28 9.81
Nursing Aides 7.76 6.25 6.55 7.00 6.30

Source: Minnesota Department of Economic Security; lowa Department of Employment Servic es; Job Service of North Dakota; South
Dakota Department of Labor; Wisconsin Depatment of Industry, Labor and Human Relations .

!Data represent nursing facility employees exclusively.
2Data for all occupations represent employees in all service industries.
31995 wage survey data represent experienced employees in all industries.

41995 wage survey data for nursing aides represent employees in all health services; data for other occupations represent nursing facility
employees exclusively.

SData for nursing aides represent employees in all services; data for other occupations repr esent nursing facility employees exclusively.

14 Thisanalysis uses 1994 and 1995 state labor market salary data for nursing home occupations .
Since nurses in nursing homes are paid less on average than nurses in hospitals, we attempted to get
salary data for nursing homes alone, but were not always able to do this.
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Asshown in Table 3.7, the average hourly salaries for both registered and licensed
practical nurses, and nursing aides in Minnesota s freestanding nursing homes was
congistently higher than the salaries paid for the same occupationsin South Da -
kota. Both directors of nursing/registered and licensed practical nursesin Wiscon -
sin nursing homes had higher average hourly salaries than those in Minnesotain
1994. Nursing homesin Minnesota also paid higher average hourly salariesfor
other nursing home staff than homesin South Dakota and Wisconsin, contributing
to Minnesota s higher daily costsin the areas of dietary, laundry, housekeeping,

and plant operations.

Table 3.7: Average Hourly Wages by Job Category for
Freestanding Nursing Homes, 1994

Minnesota South Dakota Wisconsin
n =355 n =383 n =340

Director of Nursing (DON) $17.88 $17.40 NA

Registered Nurse (RN) 16.17 13.43 NA

DON/RN combined 16.39 14.03 $16.70
Licensed Practical Nurse 11.69 10.44 12.36
Nursing Aide 8.35 6.51 7.45
Dietary 8.06 6.59 7.29
Housekeeping 7.78 6.11 6.97
Laundry 7.92 6.38 6.91
Plant Operations 10.48 7.48 9.92
All Private Industry Employees 12.51 8.92 11.43

Note: The nursing home cost reports for lowa and North Dakota do not include data necessary t o cal-
culate nursing home staff wages.

Source: Program Evaluation Division analysis of state nursing home cost report data.

In addition, we found that:

Nursing homesin Minnesota paid administrator s higher salariesthan
homesin South Dakota in 1994.

Table 3.8 shows that the median annual salary for nursing home administratorsin
Minnesota was $47,602 in 1994, which was 21 percent higher than comparable
sdlariesin South Dakota. ° Administrator salariesincreased with the size of the
homein each state. Further, sixteen administrators in Minnesota received annual
sdariesin excess of $100,000 to manage homes that ranged in size from 50 to
over 200 beds. In South Dakota, the highest paid administrator received $62,838
in 1994.

15 Minnesota statutes prohibit the limitation of salaries for top management positionsin nursing
homes (Minn. Stat. 265B.431, Subd. 1). In contrast, North Dakota regulations limited top manage-
ment compensation to $101,423 in 1995, and lowa limited compensation for owner administrat orsto
$2,852 per month. South Dakota and Wisconsin did not have specific limits for top management
compensation.
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Table 3.8: Median Annual Nursing Home
Administrator Salaries, 1994

Facility Size Minnesota South Dakota
Number of Beds n =334 n=2381
1-49 $25,437 $29,818
50-99 44,501 39,660
100-199 54,121 39,863
200+ 66,800 46,038
All $47,602 $39,362

Source: Program Evaluation Division analysis of state nursing home cost report data.

Fringe benefits generaly include medical, dental, and lifeinsurance, uniforms,
and retirement or pension coverage. We found that:

Average fringe benefit costs per resdent day in Minnesota
freestanding nursing homeswer e higher than thosein North and
South Dakota, but lower than those in Wisconsin.

Asshown on Table 3.9, fringe benefit costs in Minnesota nursing homes averaged
$3.64 per resident day, compared with between $2.65 per day in South Dakota and
$4.77 per day in Wisconsin. Minnesota s fringe benefit costs include $0.22 per
resident day for public pension (PERA) contributions for publicly-owned nursing
homes. These costs are reimbursed without limitation. In South Dakota and
Wisconsin, fringe benefit costsinclude pension costs for publicly-owned homes

Table 3.9: Fringe Benefit and Workers’ Compensation Costs for
Freestanding Nursing Homes, 1994

Fringe Benefit Costs,

Excluding Workers’ Compensation

Percent of Total Salaries
Per Resident Day

Workers’ Compensation
Percent of Total Salaries
Per Resident Day

Fringe Benefit Costs,

Including Workers’ Compensation

Percent of Total Salaries
Per Resident Day

North South
Minnesota Dakota Dakota Wisconsin lowa
n =355 n =60 n=283 n =340 n =406
7.1% 6.6% 6.7% 9.8% NA
$3.64 $2.88 $2.65 $4.77 NA
6.0% 4.3% 5.7% 4.4% NA
$3.10 $1.85 $2.25 $2.12 NA
13.1% 10.9% 12.4% 14.2% 3.3%
$6.74 $4.73 $4.90 $6.90 $1.12

Source: Program Evaluation Division analysis of state nursing home cost report data.
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which were subject to the same reimbursement limits as non-public nursing
homes.

Fringe benefit costs represented 9.8 percent of total salariesin Wisconsincom -
pared with 7.1 percent in Minnesota. Wisconsin's higher costs could be attributed

to broader provision of medical insurance; 99 percent of the nursing homesin Wis -
consin provided some medical insurance, compared with 95 percent in Minnesota
(see Table 3.10). These dataonly reflect that a home made an expenditure for

fringe benefits, they do not provide any information on how many or what types

of employeesreceived aparticular benefit package.

Table 3.10: Percent of Freestanding Nursing Homes Providing Fringe

Benefits, 1994

Percent of
Nursing Homes Providing:

Medical Insurance
Dental Insurance
Life Insurance
Uniforms
Pension/Retirement'
Insurance

North South
Minnesota Dakota Dakota Wisconsin lowa
n =355 n =60 n=283 n =340 n =406
94.6% 90.0% NA 99.1% NA
30.1 5.0 NA -- NA
53.8 18.3 NA 58.8 NA
47.0 38.3 NA 40.9 NA
74.4 73.3 NA 60.3 NA
-- -- 97.6% -- 94.8%

Source: Program Evaluation Division analysis of state nursing home cost report data.

For Minnesota, this category includes public pension contributions.

2south Dakota’s cost report lists “fringe benefits” and lowa’s cost report lists “group insurance.”

We also examined the costs of workers' compensation and found that:

On average, Minnesota freestanding nursing homes had higher
workers compensation costs per resident day than homesin
neighboring states.

In 1994, workers compensation costs averaged $3.10 per resident day for Minne -
sota hursing homes, more than any neighboring state (see Table 3.9). 16 |n Minne-
sota, workers' compensation represented 6.0 percent of total salary costs

compared with between 5.7 percent in South Dakota and 4.3 percent in North Da -
kota.

Property Taxes, Licenseand Other Fees

The costs of *“property taxes, license and other fees " for nursing homesin Minne -
sota averaged $2.89 per day in 1994, compared with between $0.12 and $0.87 per
day in neighboring states (see Tables 3.1 and 3.2). Asdiscussed earlier, these
costsin Minnesota nursing homes were between 3 and 24 times higher than neigh -

16 North Dakota Medicaid staff told usthat their workers' compensation costs increased nearly 1 00
percent between the 1995 rate year examined and the 1996 rate year.
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boring states, primarily because Minnesota includes more itemsin thereimburse -
ment rate than neighboring states.

Asaresult of policy decisions, Minnesota includes a provider surcharge and a
charge for pre-admission screening in the reimbursement rate. Other states either

do not have similar charges or do not include these types of costsin thereimburse -
ment rates. For instance, in 1994, Minnesota used a nursing home provider sur -
charge of $625 per licensed bed (or $1.69 per resident day) to maximize the

federal Medicaid match and to maintain or avoid proposed reductionsin Medicaid
reimbursement to providers. 7" |n Wisconsin, nurs ng home providers pay a $32

per bed assessment each month, the costs of which are not reflected in the nursing
home cost report. The reimbursement rate, however, contains an average of $1.06
per day adjustment to reimburse providers for the bed assessment. The other

states examined do not include provider surcharges in the nursing home reimburse -
ment rates.

Minnesota also includes pre-admission screening fees, which areused toreim -
burse counties for pre-admission screening services, in its reimbursement rates.
According to Minnesota Department of Human Services staff, Minnesota receives
ahigher federal match (53 percent) by including these costs in the reimbursement
rates rather than in its Medicaid administrative costs. In contrast, the North Da -
kota Department of Human Services includes the costs for smilar screening serv -
ices in the state' s Medicaid administrative costs, rather than in the reimbursement
rates. In Wisconsin, nursing home providers are reimbursed $30 each timeanurs -
ing home resident is screened, however, these costs areincluded in the state's
Medicaid administrative costs and are not reflected in the reimbursement rates.

18

19

Nursing homes in Minnesota and the neighboring states reported costs for prop -
erty taxes and special assessments. 2 Property taxes are afunction of the number
of for-profit nursing homes and property tax rates. 1n 1994, property tax and spe -
cia assessment costs for nursing homes in Minnesota and lowa averaged $0.67

per resident day. 2L n comparison, property tax costs averaged $0.87 per day in

17 Minn. Stat. §256.9657, Subd. 1 and §256B.431, Subd. 2. Minnesota classifies the surcharge as
an allowable cogt in the plant operations and maintenance costs, making it subject to reimb ursement
limits.

18 Minnesota aso uses an intergovernmental transfer to maximize the federal Medicaid match,

however, the transfer is not included in the nursing home reimbursement rates. (Minn. Sat.
§256B.19, Subd. 1d.)

19 InWisconsin, local government-operated homes with a Medicaid direct-care deficit can app ly to
the state for supplemental funding outside of the reimbursement rate. In 1995, Wisconsin paid 46 lo-
cal units of government an additional $37 million to operate public nursing homes. We eval uated
the rates and costs for 40 public nursing homes; 16 public nursing homes that filed acombined cost
report for anursing home and intermediate care facility for the mentally retarded were € iminated
from our analysis.

20 Property taxes are pass-through costs in Minnesota, North Dakota and Wisconsin. South Dakota
includes property taxes in its non-direct care cost center which is subject to reimbursement limits.
Property taxesin lowaare included in total per day costs and subject to the maximum daily rei m-
bursement limit. Wisconsin's costs include both property and personal property taxes.

21 Under certain conditions, Minnesota rules alow public and non-profit homes to make payment s
in lieu of property taxes. In 1994, atotal of 39 public and non-profit homes paid $1.19 millionin
property taxes, which equates to approximately $0.08 per resident day. Wisconsin allows paym ents
in lieu of property taxes, but North and South Dakota do not.
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Wisconsin, $0.37 per day in South Dakota, $0.12 per day in North Dakota, which
had only nine for-profit nursing homes.

Asshownin Table3.11,

Minnesota license fees, which support state nursing home licensing
and inspection activities, were higher than feesin neighboring states.

Table 3.11: Estimated Nursing Home License Fees,
1994

Estimated Estimated Cost
Total Annual Per Resident

Annual Fee Structure Cost Day

Minnesota  $324 per facility plus $3.5 million $0.23
$76 per bed

North $5 per licensed bed $35,355 $0.014
Dakota
South $50 per facility plus $2 $21,092 $0.008
Dakota per licensed bed
Wisconsin ~ $6 per bed $248,676 $0.018
lowa Per facility: $29,120 $0.003

Less than 10 beds = $20
11-25 beds = $40

26-75 beds = $60

76-150 beds = $80

More than 150 beds = $100

Source: State licensing regulations and codes; Program Evaluation Division.

We estimate that the costs of license fees for nursing homesin Minnesotaaver -
aged $0.23 per resident day in 1994, compared with between $0.003 per day in
lowa and $0.018 per day in Wisconsin. The Minnesota Health Department’snurs -
ing home regulatory activities are funded through a combination of license fees,

and Medicaid and Medicare funding; these activities do not receive a state general
fund appropriation. Other states collect nominal nursing home licensing fees, and
fund regulatory activities through a combination of state general fund revenues, li -
cense fee revenues, and Medicaid and Medicare funds.

Property Costs

Property costs comprised between 6 and 9 percent of total nursing home costs per
day in the states examined. We found that:

Average property-related costsfor nursing homesin Minnesota were
higher than thosein South Dakota and lower than thosein North
Dakota and Wisconsin in 1994.
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Estimated property-related costs for Minnesota nursing homes averaged $5.44 per
resident day in 1994, more than similar costs in South Dakota ($4.82), but less
than in North Dakota ($6.40) and Wisconsin ($5.97). 2 Aswewill discussin
Chapter 5, property-related costs in South Dakota were subject to a reimbursement
limit, while those in North Dakota were fully reimbursed as part of the daily pay -
ment rate.

Aswith other components of state Medicaid reimbursement systems, each stateex -
amined has different ways of recognizing and reimbursing allowable property

costs. lowa, North and South Dakota, and Wisconsin determine property-related
reimbursement using historical costs including depreciation, interest, and rental

costs. Minnesota uses a modified fair-rental formulato determine the property re -
imbursement rate. Nursing homesin Minnesotareport property costs (such asde -
preciation and interest), but these costs are not audited or used to establish
reimbursement rates. Working with the Minnesota Department of Human Serv - -
ices, we estimated the nursing home costs for Minnesota. 23

Ancillary Services

Ancillary servicesinclude physical, speech, occupationd, and other therapies, pre -
scription and non-prescription drugs, medical services, durable medical supplies,
and medical transportation services. Theinclusion of ancillary servicesin the
daily nursing home rate can increase both average nursing home rates and costs.
We found that:

24

Theinclusion of therapy servicesas part of the reembursement rate
did not explain why Minnesota’s nursing home costs wer e higher than
surrounding states.

Asshown in Table 3.12, freestanding nursing homes in Minnesota had an average
cost of $0.18 per day for therapy servicesthat wereincluded inthe 1995 reim -
bursement rates, compared with between $0.13 per day in Wisconsin and $2.47
per day in South Dakota.

Theinclusion of therapy services as part of the reimbursement rate appearstoex -
plain why South Dakota spends more than other statesfor “other care-related”
costs. In Minnesota, Wisconsin, and lowa, nursing home providers can choose to
have the cogts of therapy services included in the reimbursement rate, billed to
Medicaid separately and outside of therate, or paid by another program.

Wheresas, in North and South Dakota, the costs of therapy serviceswere morecon -
sigtently included in the rates.

22 Property reimbursement rates and payment incentives are discussed in Chapter 5.

23 Minnesota' s estimated average property cost of $5.44 per day 1994 was based on allowed princi-
pal and interest, equipment, and capital repair and replacement costs divided by resident d ays. If the
unaudited depreciation and interest costs were used, then Minnesota' s property costswould be an es-
timated average of $6.05 per day.

24 This analysis focuses on non-hospital-attached nursing homes because some hospital-attache d fa-
cilities are not required to file fully detailed cost reports.
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Table 3.12: Therapy Services Included in the Reimbursement Rate for
Freestanding Nursing Homes, 1995 Rate Year

Minnesota North Dakota South Dakota Wisconsin lowa
n = 355 n=61 n=283 n =340 n =406
Number Per Number Per Number Per Number Per Number Per
of Diem of Diem of Diem of Diem of Diem

Facilities Costs Facilities Costs Facilities Costs Facilities Costs | Eacilities Costs

Physical Therapy 48 $0.02 -- -- 74 $0.94 62 $0.06 117 $0.31
Speech Therapy 25 0.01 - - 31 0.56 70 0.02 - -
Occupational Therapy 32 0.02 - - 30 0.97 27 0.04 59 0.11
Other* _73 0.13 - - - - 1 0.01 72 0.06
Total 113 $0.18 51 $0.88 74 $2.47 130 $0.13 175 $0.48
Percent of 37.5% 83.6% 89.2% 38.2% 43.1%
Facilities

The “other” category includes psychotherapy in Wisconsin, laboratory and x-ray services in lowa, and other, nonspecified therapy serv -
ices in Minnesota.

All five statesincluded non-prescription drugs in the rates. Minnesota, South Da -
kota and lowa excluded prescription drugs from their rates, choosing instead to

bill pharmaciesdirectly. Most states included various combinations of medical
services and durable medical equipment in the reimbursement rates. The nursing
home cost reports lacked the detail needed to determine the financia impact of
each ancillary service included in the rates.

Special Congderationsfor Hospital-Attached
and Other Nursing Facilities

As presented in Chapter 2, the Medicaid reimbursement rates for hospital-attached
nursing homes in most states, including Minnesota, were higher than the rates for
freestanding nursing homes. Several factors contribute to thistrend. Among the
states examined, Minnesota and South Dakota provide specia reimbursement con -
sderationsin the form of higher reimbursement limits to hospital-attached homes.
As previoudy mentioned, Minnesota also provides higher reimbursement limitsto
12 short-length-of-stay (SLOS) facilities and 4 Rule 80 facilities. 2 In many
states, including Minnesota, hospital-attached homes use the Medicare cost report -
ing form which, instead of reporting direct costs, alocates costs between the nurs -
ing home and the hospital. Often times, large proportions of costs are alocated
based on the amount of square feet in each facility. This can result in higher codts.
We found that:

In every state examined, the aver age costs per day for
hospital-attached nursing homeswer e higher than the aver age costs
for freestanding nursing homesin 1994.

25 Short-length-of -stay facilities have average stays of 180 days or less and 225 days or lessin nurs-
ing facilities with more than 315 licensed beds. Rule 80 facilities provide nursing home car e to non-
geriatric residents with severe physical impairments.
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In 1994, Minnesota s average costs for hospital-attached nursing homes were
$1.28 per resident day more than the average costs for freestanding homes, while
the average costs for SLOS and Rule 80 facilities were $0.84 per day more. The
difference between the daily costs for hospital-attached and freestanding nursing
homes was $1.69 per day in North Dakota, $1.60 per day in South Dakota, and
$0.39 per day in Wisconsin.

SUMMARY

In this chapter, we analyzed the average nursing home costs per resident day for
Minnesota and the surrounding states to determine what specific factors account
for Minnesota s higher than average nursing home rates. In 1994, nursing homes
in Minnesota on average spent between 7 and 27 percent more than in neighboring
states for total nursing home costs per resident day.

Labor costs dominated nursing home spending in every state examined. Salary
and fringe benefit costs for all nursing home employees accounted for between 65
and 70 percent of total costs, with the labor costs for licensed nurses and nursing
aides representing nearly two-thirds of the total labor costs. Wefound that nurs -
ing homesin Minnesota provided more hours of nursing care per resident day,

paid higher salaries to nurses and other staff, and spent more on fringe benefit
costs than most other states examined. Nursing home wages, however, generaly
followed the interstate pattern of variation in wages observed for al private indus -
try employees; on average, most jobs in Minnesota paid more than comparable
jobsin neighboring states. Workers' compensation costs in Minnesota nursing
homes were higher than similar costsin neighboring states.

Minnesota’' s nursing home costs were a so higher because its reimbursement rates
included a provider surcharge, pre-admission screening fees, and other items not
included in the reimbursement rates in surrounding states. 1n addition, Minne -
sota' s licensing fees, which support state licensing and inspection activities, were
higher than other states. Minnesota s property costs, which were estimated for
thisanalysis, were higher than one other state examined. Hospital-attached homes
contributed to increased costs in most of the states examined, including Minne -
sota. Theinclusion of therapy services as part of the reimbursement rate did not
contribute to Minnesota s higher nursing home costs compared with surrounding
states.
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CHAPTER 4

lation away from physical plant issues and toward resident outcomes, such

asfunctional status, quality of life, and satisfaction. With this shift came a
greater emphasis on the quality of care provided in nursing homes. This chapter
describes the condition of nursing home residents and the quality of carethey re -
celvein Minnesota and the surrounding states. We asked:

F ederal nursing home reform during the late 1980s shifted the focus of regu -

AreMinnesota’ s nursing home costs higher because facilitiesare
providing servicesto mor e costly and medically needy resdentsthan
neighboring states?

AreMinnesota’ s costs higher becauseitsfacilitiesdeliver a superior
quality of nursing home care compar ed with neighboring states?

To assess the condition of nursing home residents, we analyzed federal dataon
residents’ functiona ability and specia care needs. For our evauation of nursing
home quality of care, we interviewed ombudsman staff, long-term care advocates,
and public hedlth department staff; analyzed federa data on selected performance
indicators; and reviewed nationa literature. 1 Staffing levels, which is one compo -
nent of quality care, was discussed in Chapter 3.

RESDENT ABILITIESAND CONDITIONS

Nursing homes frequently use aresident’ s ahility to perform activities of daily liv -
ing to assessthe level of care needed. Activitiesof daily living (ADLS) arebasic
self-care tasks such as eating, bathing, dressing, getting to and using the bathroom,
and getting in and out of abed or chair. A resident who is dependent on staff to

1 TheMinnesota Department of Health generated data from the HCFA's On-Line Survey Certifi -
cation and Reporting (OSCAR) system. Data on performance indicators are collected as par t of the
federally-mandated nursing home certification survey process. Every Medicaid-certified nursing
homeis surveyed (at least once every 18 months) by ateam of inspectors from their state Depart -
ment of Health. Some nursing home providers have expressed concern about consistency of the sur-
vey process and resulting data from state to state. A national evaluation of the survey proce ss pub-
lished in 1993 identified a number of areasin which better procedures were needed, but it also found
that surveyors were reasonably accurate at the extremes in identifying very good and very bad nurs-
ing homes. (Institute of Medicine, Nursing Saff in Hospitals and Nursing Homes: Is It Adequate?
(Washington, D.C.: National Academy Press, 1996): 140.) The latest revision of the survey was ef-
fective beginning July 1, 1995.
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perform ADLswill need more hours of direct nursing care than someonewho is
able to perform these activitiesindependently. The functional status of nursing
home residents, as measured by activities of daily living, isan important predictor
of the cost of aresident’ s nursing home care. © Minnesotaand other States use a
resident’ s ability to perform ADL s as one factor in determining a person’s case-
mix category. We found that:

Compared with neighboring states, Minnesota had more nursing

Moreresidents home resdents who wer e dependent on nursing staff to perform

in Minnesota activities of daily living.

nur S‘ ngdh Omes Table 4.1 shows that, nursing homes in Minnesota had a higher percentage of res -
req u.l r dents who were dependent on nursing staff for bathing, dressing, transferring, toi -
nursng _ let use, and eating than neighboring states. 3 The data.also show that the percent of
assistance with Minnesota s nursing home residents with ADL dependencies, while generally
daily activities. higher than neighboring states, was below the national average.

We also evaluated the share of residents with specia needs who require increased
nursing care and careful review by nursing and other staff to ensure that an ade -
guate care program isbeing provided. Analysisof federa data on residents with
specia care needs revealed that:

Table 4.1: Percent of Residents Requiring Assistance or Dependent on
Nursing Staff to Perform Activities of Daily Living, 1995-96

Percent of Residents

North South National
Status Activity Minnesota lowa Dakota Dakota Wisconsin  Average
Dependent Bathing 42% 34% 37% 29% 37% 46%
Dressing 39 31 32 21 33 40
Transferring 27 24 24 18 25 32
Toilet Use 35 28 30 23 31 39
Eating 16 13 17 13 15 22
Requiring Bathing 53% 61% 57% 68% 56% 48%
Assistance Dressing 44 52 49 59 50 46
Transferring 38 39 41 47 42 42
Toilet Use 37 40 41 47 41 38
Eating 30 26 25 28 26 29

Source: U.S. Department of Health and Human Services, Health Care Financing Administration , Online Survey Certification and Report -
ing System, 1995-1996.

2 Brent C. Williams and others, “Activities of Daily Living and Costsin Nursing Homes,” Health
Care Financing Review 15, no. 4 (Summer 1994): 117. Thisarticle found that four ADL measures

(transferring, toileting, eating, and bed mobility) explain 30 percent of the variance in n ursing costs
among nursing home residents.

3 Dataon resident conditions are generated from unaudited reports completed by each nursing
home. Some questions have been raised about the accurateness of thisdata. Although imperfect,
the OSCAR system is the best source of data for state-by-state comparisons of resident abiliti es and
conditions.
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The proportion of Minnesota's nursing home residents with special
conditionswas similar to neighboring statesin most ar eas, although
Minnesota had moreresdentswith behavior problemsand bladder
and bowel incontinence.

Asshown in Table 4.2, approximately 35 percent of Minnesota s nursing home
residents had behavioral problems. Of these, 79 percent were enrolled in behavior
management programs, substantially more than surrounding states, except North
Dakota. Compared with neighboring states, more Minnesota residents had inconti -
nent bladders (54 percent) and bowels (38 percent). The percent of Minnesota
nursing home residents who were physically restrained (23 percent) is higher than
the national average, but lower than South Dakota and Wisconsin.

In other areas, the proportion of Minnesota nursing home residents with special
conditions was similar to or lower than neighboring states. 1n some instances this
may be indicative of quality care. For example, Minnesota had fewer residents
with contractures than some states, 15 percent compared with 16 to 39 percent in
neighboring states. A contracture, an abnormal shortening of a muscle making it
resistant to stretching, may occur if joints are improperly supported and posi -
tioned, and inadequately exercised. Contractures and pressure sores can often be
prevented through proper treatment and care.

Table 4.2: Percent of Nursing Home Residents With Special Conditions,

1995-96

Category
Mobility

Skin Integrity

Bladder/Bowel
Status

Mental Status

Special Care

Percent of Residents

North South National

Condition Minnesota  lowa Dakota Dakota Wisconsin Average
Bedfast 2% 3% 3% 3% 4% 6%
Chairbound 46 39 47 47 49 52
Physically restrained 23 4 12 24 34 19
Contractures 15 20 23 39 16 23
Pressure sores 4 4 3 5 5 8
Indwelling or external 5 5 5 6 7 8

catheter
Bladder incontinence 54 48 48 46 49 52
Bowel incontinence 38 29 30 25 35 45
Dementia 42 44 42 39 41 43
Behavioral symptoms 35 20 25 27 24 20

In a behavior manage- 79 45 81 63 50 58

ment program
Tracheotomy care <1 <1 <1 <1 <1 1
Ostomy care 2 2 2 2 2 2
Suctioning 1 1 1 1 1 2
Tube feeding 2 2 3 2 3 8
Respiratory treatment 6 6 6 6 5 6

Source: U.S. Department of Health and Human Services, Health Care Financing Administration , Online Survey Certification and Report -

ing System, 1995-1996.
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QUALITY OF CARE

Quiality of carein nursing homesis a complex concept that is difficult to measure.
The Institute of Medicine defines quality of careas, “...the degree to which hedlth
servicesfor individuals and populations increase the likelihood of desired hedlth
outcomes and are consistent with current professional knowledge. "4 Advocates
and ombudsman staff for the elderly told usthat staffing level, mix (licensed
nurses to aides), and competency; individualized care; staff-resident relationships;
and overall feelings of safety and security are important quality of care indicators
for nursing home residents and their families. A dvocates we spoke with generally
consider the quality of care in Minnesota nursing homes to be above averagecom -
pared with surrounding states, but acknowledged the difficulty in objectively
measuring quality of care.

According to the research, nursing homes with higher costs do not necessarily pro -
vide ahigher qudity of care. 5 Providi ng adequate and competent staffing at each
level of nursing careisimportant in providing quality nursing home care. Reim -
bursement methods, particularly the use of reimbursement limitsfor nursing or di -
rect care, have been found to influence nurse staffing levels, which directly

impacts resident outcomes. 6 Anided analysis of quality of care would compare a
broad range of factorsincluding: s taffing level and mix, environmental factors, as -
sstance with ADLS, infection control, quality of resident-staff relationships,
changesin health status, conditions attributable to the care provided (facility-ac -
quired pressure sores and injuries), and resident and family satisfaction. Unfortu -
nately, data are not available to perform such acomprehensive anaysis.

Analysisin Chapter 3 revealed that Minnesota provided more hours of nursing

care per resident day and a higher ratio of licensed nurses to nursing aides than

most of the states evaluated. To further examine quality of care, we reviewed per -
formance indicators selected to represent resident outcomes, services or activities
provided, and environmental factors. These performance indicators are summa -
rized in Table 4.3. We ranked states worse than the national averageif the percent -
age of homes with deficiencies was more than two percentage points above the
national average. We found that:

While Minnesota performs above the national average on many
performanceindicators, the quality of carein Minnesota’snursing
homes appearsto be smilar to that in neighboring states.

Based on 36 selected performance indictors, Minnesota' s homes rated worse over -
all than the national average on 5 measures: 1) providing a safe, sanitary and com -

4 Ingtitute of Medicine, Division of Health Care Services, Nursing Saff in Hospitals and Nursing
Homes: Is It Adequate? (Washington, D.C.: National Academy Press, 1996), 107.

5 Jod W. Cohen and William D. Spector, “The Effect of Medicaid Reimbursement on Quality of
Carein Nursing Homes,” Journal of Health Economics Val. 15 (1996): 24; John Holahan and Joel
Cohen, “Nursing Home Reimbursement: Implications for Cost Containment, Access and Qudlity,”
The Milbank Quarterly 65 no. 1 (1987): 139.

6 Cohen and Spector, 44; Indtitute of Medicine, Nursing Saff in Hospitals and Nursing Homes,
148-149.
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Table 4.3: Selected Performance Indicators, 1995-96

Percent of Facilities Not Meeting
Requirements

DESCRIPTION MN 1A ND SD WI Ntl
The facility immediately informs the resident, resident’s physician, and legal 2% 3% 11% 4% 4% 6%
guardian or family member of an accident requiring intervention, a

significant change in resident’s health status, a need to alter treatment, or a

decision to transfer or discharge the resident from the facility.

Each resident is given privacy during medical treatment, written and 9 3 9 7 5 8
telephone communications, personal care, and visits.

Each resident who wishes to self-administer his or her own medications is 10 1 5 6 1 3
allowed to once the interdisciplinary team has determined that it is safe.

Each resident is free from any physical restraints imposed for purposes of 13 12 14 20 10 16
discipline or convenience, and not required to treat medical symptoms.

Each resident is free from any chemical restraints imposed for purposes of 1 0 1 0 0 1
discipline or convenience, and not required to treat medical symptoms.

Each resident is free from verbal, sexual, physical, and mental abuse. 1 0 0 2
Each resident is cared for in a manner and in an environment that maintains 15 22 11 17
or enhances his or her dignity and respect.

The facility provides an ongoing program of meaningful activities to meet 6 4 13 13 12 12
the interests and the physical, mental and psychosocial well-being of each

resident.

The facility provides medically-related social services to attain or maintain 7 4 0 7 7 9
the highest practicable physical, mental and psychosocial well-being of

each resident.

The facility provides a safe, clean, comfortable, and homelike environment, 4 6 5 14 6 11
allowing each resident to use his or her personal belongings to the extent

possible.

Each resident is provided with clean bed and bath linen in good condition. 1 <1 1 0 1 3
The facility makes a comprehensive assessment of each resident’s needs, 34 23 14 43 23 26
including physical and mental status, impairments, nutritional status,

treatment needs, and activity and rehabilitation potential.

A comprehensive care plan is developed for each resident by a team of 3 3 17 2 7 6
qualified professionals and is periodically reviewed and revised.

Services required in residents’ care plans are provided by qualified persons. 5 2 9 4 3 5
Each resident receives the care and services necessary to attain or 6 11 9 2 12 12
maintain his or her highest practicable physical, mental, and psychosocial

well-being.

Each resident receives the care needed to maintain or improve his or her 6 7 6 1 3 5
activities of daily living (bathe, dress, walk, eat, communicate, and toilet).

Each resident unable to independently perform the activities of daily living 5 7 9 2 6 10
receives the necessary care and services to maintain good nutrition,

grooming, and personal and oral hygiene.

Each resident receives the care necessary to prevent skin breakdown, and 11 28 21 14 7 16
a resident with a bed sore also receives treatment to promote healing and

prevent infection.

A resident who enters the facility without a urinary catheter is not 1 2 0 1 1 1
catheterized unless clinically necessary.

A resident who has problems with bladder control receives the treatment 17 20 13 3 8 12

and care necessary to prevent urinary tract infections and to restore as
much normal bladder function as possible.
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Table 4.3: Selected Performance Indicators, 1995-96, continued

Percent of Facilities Not Meeting
Requirements

DESCRIPTION MN 1A ND SD Wi Nl

A resident who enters the facility without a limited range of motion (ROM) 0% 2% 0% 0% 2% 1%
does not experience a reduction ROM in these abilities unless unavoidable
for clinical reasons.

A resident with limited range of motion receives appropriate treatment and 9 11 3 0 7 9
services to increase his or her movement capacity and/or prevent further
decrease in ROM.

A resident who is fed by a tube receives the appropriate treatment and 2 6 2 0 1 5
service to prevent complications (pneumonia, vomiting, dehydration) and to
restore, if possible, normal eating skills.

The facility ensures that the resident environment remains as free of 11 7 1 26 13 18
accident hazards as possible.

Each resident receives adequate supervision and assistance devices to 3 7 6 2 3 8
prevent accidents.

The facility ensures that each resident maintains his or her nutritional status 2 4 1 11 1 8
(such as body weight), unless unavoidable due to clinical reasons.

Each resident receives sufficient fluids to maintain proper hydration and 3 3 5 1 1 3
health.

Each resident receives proper care for injections, fluids supplied through 2 3 2 2 <1 4

tubes, colostomyl/ileostomy, respiratory, tracheotomy, foot care, suctioning,
and prostheses.

Each resident’s drug regimen is of proper dosage and duration with 7 10 3 25 8 11
adequate monitoring.

Sufficient nursing services are provided at all times to meet the needs of 3 5 6 3 2 5
residents.

Each resident receives a nourishing, palatable, well-balanced diet that <1 0 0 0 1 <1
meets his or her daily nutritional and special dietary needs.

Food is stored, prepared, distributed and served under sanitary conditions. 13 19 23 17 6 25
The facility has established and maintains an infection control program 14 9 31 5 2 13

designed to provide a safe, sanitary, and comfortable environment that
helps prevent the development and spread of disease and infection.

All essential mechanical, electrical, and patient care equipment is 1 0 0 0 0 3
maintained in safe operating condition.

Resident rooms are designed or equipped to ensure full visual privacy for 8 <1 11 21 2 3
each resident.

The facility provides a safe, functional, sanitary, and comfortable 19 2 17 0 2 6
environment for residents, staff and the public.l

Source: U.S. Department of Health and Human Services, Health Care Financing Administration , Online Survey and Certification Report -
ing (OSCAR) Report #18, "Comparison of Deficiency Patterns in Tag Number Order," 1995-1996. Generated by the Minnesota Depart -
ment of Health on July 16, 1996.

1According to staff at the Minnesota Department of Health, this performance indicator is a pplied differently in Minnesota than other states.
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fortable environment; 2) comprehensively assessing each resident’ sneeds; 3) car -
ing for residents with bladder control problemsin a manner that prevents urinary
tract infections; 4) alowing residents capable of administering their own medica -
tionsto do so; and 5) providing full visual privacy in resident rooms. ’ Nurs ng
homes in North and South Dakota rated worse overall than the national average on
eight measures, while homes in lowa were worse on two measures, and homesin
Wisconsin did not perform worse than the national average on any measure. 8

When these deficiencies are compared among the states, we found that nursing

Nursi ng homes homesin Minnesota, North Dakota, and South Dakotawere worse than thena -

in Minnesota tional average in providing full visua privacy in resident rooms. Nursing homes

ranked above in Minnesota and South Dakota ranked worse than the nationa averagefor nota -

the national lowing self-administration of medications and not comprehensively assessing res -
dents. Homesin Minnesota and lowa ranked worse than the national averagein

averageon providing adequate treatment and care for residents with bladder control prob -

many lems, while homes in Minnesota and North Dakota were worse than the national

per formance average in not providing a safe, sanitary and comfortable environment.

measur es.

The use of physical restraints on residents in nursing homes has been criticized be -
cause restraining residents may decrease muscle tone, and increase the likelihood

of falls, incontinence, pressure ulcers, depression, confusion, and mental deteriora -
tion.® We found that 13 percent of Minnesota nursing homes were cited for the
overuse of physical restraints, which is better than the national average (16 per -
cent). Staff from the Minnesota Department of Health told usthat the use of phys -
cal restraints in Minnesota nursing homesis till too high, and the department

would like to reduce the use of physical restraints.

Federal regulations categorize nursing home deficiencies by the scope of the prob -
lem (whether deficiencies areisolated, constitute a pattern, or are widespread) and
the severity of the violations (whether there is harm or jeopardy to residents). The
inspection and certification process focuses on substandard quality of care when
inspecting anursing home. Inspectors cite anursing home for substandard quality
of carewhen: 1) aresident has been or islikely to be serioudly injured or harmed;

2) thereis a pattern of, or widespread actual harm occurring to residents; or 3)
thereis awidespread potential for more than minimal harm. 10

7 Environmental deficiencies usualy involved unclean floors, low hot water temperatures, and in-
accessible call-light switchesin bathrooms. Assessment deficiencies were cited because s pecific as-
sessments were not performed on complex residents, such as pain control, hot pack use, indwell ing
catheter justification, and continued use of physical restraints. The bladder function d ficiencies
cited identified improper placement and care of catheter bags and failure to provide residen ts with
toileting opportunities.

8 Weranked states better than the national average if the percentage of homeswith deficiencies
was more than two percentage points below the national average. Nursing homesin Minnesota and
South Dakota rated better than the national average on 14 measures, compared with 10 in North Da-
kota, 19in lowa, and 21 in Wisconsin.

9 Indtitute of Medicine, Nursing Saff in Hospitals and Nursing Homes, 138.

10 U.S. Department of Health and Human Services, State Operations Manual, Transmittal No. 273
(June 1995): 7-41 - 7-43. Due to changes made in the survey and survey process beginning July 1,
1995, only survey certification information collected between July 1, 1995, and July 16,19 96 were
used when comparing the scope and severity of nursing home citations.
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Between July 1995 and July 1996, 6.8 percent of dl deficiencies cited in Minne -
sota hursing homes were substandard quality of care citations, compared with 2.8
percent in Wisconsin, 4.7 1percent in North Dakota, 7.3 percent in lowa, and 21.6
percent in South Dakota. LE gure 4.1 illustrates the percent of nursing homesre -
celving substandard quality of care citationsin each state. 12 Minnesota, with 4
percent of facilities receiving substandard quality of care citations, was higher

than all other states examined, except lowa

Figure 4.1: Percent of Nursing Homes with
Substandard Quality of Care Citations, 1995-96

Percent

1.9
1.1
} - }

Minnesota lowa North Dakota South Dakota Wisconsin
n=341 n=351 n=70 n=94 n=363

Source: U.S. Department of Health and Human Services, Health Care Financing Administration ,
On-Line Survey Certification and Reporting System, July 1995-July 16, 1996.

SUMMARY

This chapter examined whether Minnesota nursing home costs are higher because
facilities provide services to more medically needy and costly residents, or be -
cause they deliver a superior quality of care compared with neighboring states.

We found that nursing homesin Minnesota had alarger percentage of residents
who were dependent on nursing staff to perform activities of daily living, includ -
ing bathing, dressing, transferring, using the toilet, and eating than surrounding
states.

Nursing home residents with specia care needs require more nursing care and
more careful review by nursing and other staff to ensure that adequate careisbe -
ing provided. Minnesota had more residents with behavior problems, and bladder
and bowel incontinence than surrounding states. In other areas, the proportion of

11 South Dakota had atotal of 125 citations, compared with totals ranging from 407 in Wisconsin
to 1,358 in lowa.

12 Thirteen nursing homes in Minnesota were cited for substandard quality of care, compared wit h
onefacility each in North and South Dakota, seven in Wisconsin, and 22 in lowa.
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Minnesota’ s nursing home residents with special conditionswas similar to or

lower than surrounding states. In someinstances this may be indicative of quality
care. For instance, Minnesota had fewer residents with muscle contractures, acon -
dition that can often be prevented through proper care and treatment.

Unfortunately, comprehensive data are not available to measure the quality of care
in nursing homes. Using federal data, we found that, while Minnesota performed
above the national average on many performance indicators, the quality of carein
Minnesota’ s nursing homes appears to be similar to that in neighboring states. In
summary, Minnesota s higher nursing home costs may be partially attributable to a
higher percent of nursing home residents who are dependent on nursing staff for
daily care, but do not appear to be related to a higher quality of care than neighbor -
ing states.



Analyss of Reimbursement
Policies

CHAPTER 5

le costs will be reimbursed through payment ratesin the coming year.

eneraly, states use reimbursement limits and incentive paymentsto con -
tain nursing home spending. During the rate setting process, states apply thesere -
imbursement policiesto allowable coststo generate Medicaid per diem rates. A
nursing home' s alowed costs may not be fully reimbursed through Medicaid nurs -
ing home reimbursement rates. In this chapter, we discusstheimplicationsof re -
imbursement policies on nursing home costs and reimbursement rates. We asked:

gite Medicaid reimbursement policies determine which nursing home allow -

Do Minnesota’' sreimbur sement policies contributeto its higher
nursing homerates?

In general, we found that Minnesota uses more reimbursement limitsthan neigh -
boring states. Nursing home reimbursement limits in Minnesota appear to reduce
nursing home spending as much or more than North and South Dakota, but less
than Wisconsin. To adjust nursing home costs and reimbursement limitsfor infla -
tion, Minnesota used inflation factors and adjustment methods that may allow

more generous growth than some of the other states. In addition, Minnesotapro -
vided alarger average incentive payment per day to more nursing homes than

other statesin 1995. Appendix B containsabrief description of each state’ sMedi -
caid nursing home reimbursement system.

REIMBURSEMENT LIMITS

States establish nursing home payment rates using various methods to limit reim -
bursement. States can choose to limit reimbursement payments at acertain per -
centage above the median daily costs or at a specific percentile of daily costs for

al nursing homes. Minnesota and South Dakota set limits using a percent of me -
dian daily costs for nursing homesin certain groups. North Dakota and lowa set
limits at a percentile of daily costs. Wisconsin, on the other hand, usesvariousfor -
mulas with pre-set spending targets to cal culate reimbursement limits.

States can choose to set limits on total costs or for specific groups of costs. Limit -
ing total nursing home costs, gives nursing homes the option of cutting spending

in one area to accommodate high costsin another. In contrast, applying reimburse -
ment limits to specific groups of cost gives states greater control over nursing
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home expenditures. ! States can direct more resources toward direct-care services
by setting higher limits for care-related costs and lower limits for others costs,
such as operating and administrative costs.

lowalimits total daily nursing home costs. lowa s maximum Medicaid reimburse -
ment rate was set at the 70th percentile of total per diem costsfor al nursing

homes; $61.63 effective July 1, 1995 and $64.60 effective January 1, 1996. 2 The
maximum reimbursement rate is applied after per diem costs have been increased

by an “inflation factor " and an “incentive payment” (both discussed below). In
1995, 63 percent of nursing homes received their historical per diem costs plus the
full inflation factor, and 54 percent received their per diem costs plusthefull infla -
tion and incentive payment. Limiting maximum reimbursement at the 70th per -
centile of total daily costsisastrong cost containment measure, but does little to
control how resources are used within nursing facilities.

Minnesota, North Dakota, South Dakota, and Wisconsin set reimbursement limits
for specific groups of codts. 3 The remainder of this section examines the effect of
the care-related and other operating cost limits in these states. Each state applies
different reimbursement limits to different groups of costs, making comparisons
difficult.

“Care-Rdated” Cost Limits

Nursing home costs directly related to the provision of patient care are called
“care-related” or “direct-care” costs. These costs, which consisted of nearly one-
half of total nursing home costsin 1994, generally include nursing salaries and
supplies, therapies, pharmacy, and other patient services, such as medical records.

In Minnesota and Wisconsin, social services and activities expendituresarealsoin -
cluded in care-related costs.

In each of the states examined, either nursing costs or direct-care costsaread -
justed for case mix or level of care. Minnesota and South Dakotalimit care-re -
lated costs to no more than 125 percent of the median daily costs for all nursing
homes in each geographic or peer group. 4 North Dakota caps reimbursement for
direct-care costs at the 99th percentile of per diem costsfor al homes. Wisconsin
uses aformulato calculate direct-care limits with adjustments for geographic loca -
tion. Wefound that:

1 Raobert J. Buchanan and others, “Medicaid Payment Policiesfor Nursing Home Care: A Na-
tional Survey,” Health Care Finance Review: 60.

2 InJune 1996, the lowa L egidature provided funding for a semi-annual rate adjustment to $64 .60
effective retroactive to January 1, 1996. These rates apply only to nursing facilities pr oviding an in-
termediate level of care.

3 Minnesotaand North Dakota have not recal culated the reimbursement limits since 1992. In -
stead, the limits are adjusted annually for inflation.

4 InMinnesota, four Rule 80 facilities, providing care to non-geriatric physically impaired indi-
viduals, are exempt from the care-related cost limit.
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In Minnesota,
lessthan one
per cent of
"care-related”
costs exceeded
the spending
[imitsin 1995.

In Minnesota, and most other states, nearly all of nursing homes
expendituresfor care-related services were covered by state M edicaid
reimbursement ratesin 1995.

Asshownin Table 5.1, only 5 percent of nursing homes in Minnesota exceeded
the “care-related” cost limits and lessthan 1 percent of all care-related costs were
unreimbursed during the 1995 rate year. 5 Few nurs ng homes in North and South
Dakota spent more for direct care-related services than they were reimbursed by
the state. In Wisconsin, however, over one-quarter of the nursing homes spent
more for direct-care services than the state reimbursed. Nearly 5 percent of the
direct-care costs in Wisconsin were unreimbursed during the 1995 rate year.

Table 5.1: Percent of Nursing Homes Exceeding Major
Spending Limits, 1995

Estimated
Percent Percent of
of Homes Costs
State Limits Over Limit Unreimbursed
Minnesota Care-Related 4.9% 0.5%
n =444 Other Operating 27.5 3.1
- Maintenance Disallowance 56.3 4.6
- General/Administration 20.0 3.6
Care-Related Spend-up 32.2 0.9
Other Operating Spend-up 21.8 0.8
High Cost Facilities 32.0 0.6
North Dakota Direct Care 2.4% 0.1%
n=83 Other Direct Care' 9.6 0.5
Indirect Care 25.3 3.1
South Dakota Direct Care 7.5% 1.5%
n =107 Non-direct Care Free-standing 25.3 1.8
Facilities (n = 83)
Capital Freestanding Facilities 12.0 3.8
Non-direct Care Plus Capital 20.8 1.4
Hospital-Attached Facilities
(n=24)
Wisconsin Direct Care 27.3% 4.9%
n = 366 Support Services 47.0 8.4
Administration/General 48.1 9.3
Fuel/Utilities 28.1 4.7

Source: Program Evaluation Division analysis of state nursing home cost report and rate sett ing data.

!North Dakota’s "other direct care” cost center includes food, laundry, and social services. "Indirect
care" includes administration, plant operations, dietary, and housekeeping.

5 Weused each state’ srate setting data base to estimate the percent of unreimbursed allowab le
nursing home costs. Generally, unreimbursed costs consisted of costs which exceeded a specific re-
imbursement limit.
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“Other Operating”’ Cost Limits

“Other operating” costs generally include dietary, housekeeping, laundry and
linen, plant operations and maintenance, and general and administrative expendi -
tures, although some states also include social service and activity expendituresin
thisarea. Each state groups other operating costs in different ways (see Table 5.1)
and sets lower reimbursement limits for these costs than for care-related costs.

In Minnesota, reimbursement for “other operating” costsislimited at 110 percent
of the median daily costsfor al facilities in the geographic region. 6 Unlike other
states, Minnesota aso limits general and administration costs (excluding fringe
benefits, payroll taxes, and professional liability and property insurance) and plant
operations and maintenance costs for uncapitalized expenses within the other oper -
ating cogts limit. ’ Thelimitsare applied first to the sub-groups and then to all

other operating costs combined.

South Dakota groups all other operating costs, including property taxes, into a
“non-direct care” cost category and limits reimbursement to 110 percent of me -
dian daily costs for freestanding facilities. 8 North Dakota caps “other direct care”
costs at the 85th percentile of daily cogts, and “indirect care” costs at the 75th per -
centile of costsfor al nursing homes. 9 Wisconsin uses formulas with pre-set
spending targets to set the reimbursement limitsfor  “support services,” “adminis-
trative and general services, ” and “fuel and utility ” costs.

We examined the impact of the other operating cost reimbursement limits and
found that:

About one-quarter of the nursing homesin Minnesota, North Dakota
and South Dakota, but over 45 percent of the homesin Wisconsin,
spent morefor other operating coststhan the statesreimbur sed
through the 1995 rates.

Roughly one quarter of the nursing homesin Minnesota, North and South Dakota
had their other operating or indirect care costslimited in 1995. A larger propor -
tion of Wisconsin nursing homes had their support services (47 percent), adminis -
trative (48 percent), and fuel expenses (28 percent) limited. I1n addition, 20

percent of Minnesota s nursing homes had their general and adminidtrative costs
limited and over half had their plant operation and maintenance costs limited prior
to the application of the *“other operating” cost limit.

6 InMinnesota, the “other operating” cost limits are cal culated separately for hospital-at tached fa-
cilities and other special facilities.

7 General and administrative costs are limited to between 13 and 15 percent of afacility’s operat-
ing costs depending on the number of beds in the facility. Plant operations and maintenanc e costs
for supplies, minor equipment, equipment and building repairs, purchased services and servi ce con-
tracts are limited to $325 per bed annually.

8 For hospital-attached nursing homes, South Dakota includes capital costs with other non-dire ct
care costs subject to the 110 percent reimbursement limit.

9 InNorth Dakota, “other direct care costs” include food, laundry, and socia service, and indirect
care costs include administration, plant operations, dietary, and housekeeping.
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Minnesota's combined other operating cost, maintenance, and administration lim -
itsresulted in nearly 5 percent of all other operating costs being unreimbursed dur -
ing the 1995 rate year. Both North and South Dakota had smaller proportions of
unreimbursed nursing home operating costs, 3 percent and 2 percent respectively.

In comparison, about 8 percent of support services costs and 9 percent of adminis -
trative costs were unreimbursed in Wisconsin.

Additional Rambursement Limits

Beginning with the 1995 rate year, the Minnesota L egidature adopted two new re -
imbursement limits to reduce the rate of increase in nursing home reimburse -
ments. 1 “Spend-up limits” established new overall reimbursement limits for

Minnesota care-related and other operating costs.  “High-cost facility limits” reduced reim-
uses more bursement by 1 or 2 percent depending on where afacility’s operating cost per di -
techniquesto emsfell in relation to the median for smilar nursing homes in each of Minnesota' s
limit geographic groups. The “spend-up” and “high-cost facility " limits were applied

. after the “care-related” and “other operating” cost limit. Both of these measures
re'mbu_rsement are explained in more detail in Figure B.1 in Appendix B. We found that:
of nursing
home costs - Even with the additional reimbursement limitsimplemented in 1995,
than Minnesota’sreimbursement policiesdid not contain nursing home
surrounding costs as much as Wisconsin’s.
states.

In 1995, between one-fifth and one-third of nursing homesin Minnesotawere
above ether the “spend-up” or “high-cost facilities” limits. None of these meas -
ures limited the reimbursement of nursing home costs by more than 1 percent indi -
vidually, and combined, the new limits reduced reimbursement by an estimated

1.4 percent, or $12.1 million. Even with implementation of these new reimburse -
ment limits, Minnesota had alower percentage of unreimbursed nursing home

costs than Wisconsin.

Property Cost Limits

Asdiscussed in Chapter 1, each state uses a different method for reimbursing prop -
erty costs. North and South Dakota calcul ate property reimbursement based ona -
lowed historical costs for depreciation, interest and other property-related costs.

In North Dakota, property costs are reimbursed without limits. South Dakotalim -
ited c??i tal costs for freestanding nursing homes at $9.34 per resident day in

1995.

10 Legidative changesin 1996 provided additional Medicaid funding to nursing homes and offs et
some of the reductionsimplemented in 1995. The Legisature modified the “spend-up limits” for the
1996 rate year; suspended for one year the “high-cost facility” limits; and removed the care-related,
other operating, and plant and maintenance reimbursement limits. These modifications ap ply only
for the 1996 rate year (which began July 1, 1996). When setting nursing home reimbursement rates
for the 1997 and future rate years, the law requires the Commissioner of Human Servicesto use the
reimbursement limits adopted in 1995. See Appendix A.

11 For hospita-attached homes, capital costs are included in the other operating cost center and sub-
ject to the 110 percent of median daily costsfor al homes. South Dakota aso limits the maxi mum
property reimbursement for leased facilities.
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Both Minnesota and Wisconsin use formulas to reimburse property costs. Minne -
sota reimburses property costs using a base property rate that is adjusted using the
modified fair-rental value formula, plus a capital repair and replacement payment,
plus various incentive payments. Facilities are subject to acapital repair andre -
placement limit which is not part of the fair-rental value formula. 12 |n Wisconsin,
allowable property-related expenses for property insurance, interest, depreciation,
operating and capitalized leases were limited to 15 percent of allowed equalized
value.®> We found that:

The average property reimbur sement rate accounted for between 7
and 8 percent of the averagetotal reimbursement ratein every state
examined.

Minnesota’ s average property reimbursement rate per day of $7.85 in 1995 was
higher than similar ratesin other states: $6.28 per day in Wisconsin, $6.40 per

day in North Dakota, and $5.50 per day in South Dakota. 14 Asaproportion of the
total average reimbursement rate per diem, the property rate in every stateac -
counted for between 7 and 8 percent of the total reimbursement rate. It should be
noted that in Wisconsin $1.06 of the per diem property reimbursement rate was
used to reimburse nursing home providersfor the state’' s bed assessment, or
provider surcharge. Thisreduces Wisconsin's property rate to about 6 percent of
the total reimbursement rate.

When property reimbursement rates are compared to property costs (discussed in
Chapter 3), Minnesota’ s average property rate of $7.85 per resident day in 1995
was over 40 percent higher than the estimated average $5.44 in property costs per
day. Thisdifferential was higher than those for neighboring states. For instance,
South Dakota s average property rate ($5.50 per day) was 14 percent higher than
its average property cost ($4.82 per day), North Dakota s property rate was the
same asits cogts, and Wisconsin’ swas 13 percent lower.

INFLATION ADJUSTMENTS

States use different methods and inflation indexes to adjust the prior year'sallow -
able nursing home costs to the next rate year. Reimbursement limits that are not
recalculated using the most recent cost data are also adjusted for inflation. Infla -
tion adjustments are usually based on a health care priceindex (such asanursing
home market basket) or agenera price index (typically a consumer price index).

12 In Minnesota capital repair and replacement costs related to wall, floor, and window coveri ngs,

paint, roof repair, heating or cooling system repair and replacement, window repair and rep lacement,
and repair or replacement of capital assets were limited to $160 per bed in 1995. If afacil ity spends
more than the limit, the amount spent over the limit can be carried over to succeeding cost repo rting

periods.
13 InWisconsin, alowed equalized value was based on an investment per bed limit.

14 Asdiscussed in Chapter 3, we estimated Minnesota’ s property costs to be $5.44 based on allo w-
able principle and interest, equipment, and capital repair and replacement costs. If unau dited depre-
ciation and interest costs are used, then the estimated costs of property would be $6.05 per r esident
day. Minnesota s average property reimbursement rate does not include refinancing and e quity in-
centives, which averaged $0.09 per resident day.



ANALYSISOF REIMBURSEMENT POLICIES

Health care indexes historically have grown faster than general priceindexes, d -

lowing for faster growth in nursing home spending.

Table 5.2 summarizes the inflation factors used in each state. The diversity of
methods used to adjust costs and rates for inflation makes comparison among

states difficult. We concluded that:

Minnesota used inflation factorsand adjustment methodsthat may
allow for mor e generous growth than some of the other states

examined.

Minnesota has not recalculated its reimbursement limits since 1992. 1° | nstead,
Minnesota uses a 12-month change in a nursing home market basket indextoin -
crease the reimbursement limits each year. 1n 1995, Minnesota s reimbursement
limits were increased by 3.8 percent. After applying al of the inflation-adjusted
reimbursement limits, Minnesota inflated the resulting operating cost per diems by
5.8 percent, based on a 21-month change in a consumer price index. Minnesota
uses a 21-month inflation factor to account for the 9 month time lag between the
end of cost reporting year (September 30) and the beginning of the rate year

(July 1).

55

Table 5.2: Nursing Home Reimbursement Inflation Adjusters, 1995

State

Minnesota

North Dakota

South Dakota

Wisconsin

lowa

Inflation
Index Used Rate
CPI-Ut 5.8%
Nursing Home Market 3.8
Basket
CPI-W? 3.0
Long-Term Care Index 5.6t0 9.6
Various Nursing Home Numerous
Market Baskets
Nursing Home Market 3.7
Basket
CPI-U 2.7

Months of
Adjustment

21
12

12

3to12

6to12

12

12

Applied To

Operating costs
Reimbursement limits

Reimbursement limits
Operating costs

Facility fiscal year costs’

Facility fiscal year costs

Operating costs

Operating costs

Note: The nursing home market baskets used in Minnesota and Wisconsin and the long-term care index used in South Dakota are state-
specific indeces typically calculated by DRI, Inc.

Source: State Medicaid reimbursement policy manuals and procedures.

1cPI-U = Consumer Price Index for all urban consumers. Minnesota uses a 21-month inflation factor to account for the 9 month time lag

between the end of the cost reporting year to the beginning of the rate year.

2CPI-W = Consumer Price Index for all urban wage earners and clerical workers.

3South Dakota and Wisconsin adjust various provider fiscal year costs to a common period.

15 North Dakota aso has not recalculated its reimbursement limits since 1992.
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It appears that the inflation factors used in other states would allow similar or
dightly more conservative cost increases. |n South Dakota, costs are adjusted

from the end of afacility’ sfiscal year to the start of the following rate year using a
dtate long-term care inflation index. 16 |nflation adjustments ranged from 5.6 to

9.6 percent, depending on afacility’ sfiscal year end. Wisconsin uses numerous
nursing home market basket indexes to trend facility fiscal year costs forward to a
common period. For instance, salaries were increased by arangeof 1.8t0 4.5 per -
cent, supply costs were increased by arange of 1.4 percent to 3.4 percent, depend -
ing on afacility’ sfiscal year end. Operating cost per diems were then multiplied

by 3.7 percent to increase rates for the new rate year. North Dakotaused a3 per -
cent inflation rate, based on a 12-month change in the consumer priceindex, toad -
just both its reimbursement limits and operating cost per diems.

Among the states examined, |owa had the most restrictive inflationary adjustment.
lowa inflated nursing home operating costs by 2.7 percent based on achangein

the consumer priceindex. Sincethe inflation factor is applied before lowa s maxi -
mum reimbursement limits were applied, some nursing homes did not receive the
full inflation adjustment.

INCENTIVE PAYMENTS

Mogt states use varioustypes of “incentive payments” to encourage nursing
homes to reduce costs. Some states provide incentive payments based on groups
of costs. North Dakota provides an incentive payment based on 70 percent of the

M ost statesuse

“Incentive difference between the actual indirect care rate and the prior rate year's limited
payments' to rate, up to amaximum of $2.60 per day. North Dakota also provides a3 percent
encourage operating margin based on direct and indirect care coststo al nursing homes. In
nurs ng homes Wisconsin, facilities with support services costs below a pre-set target receive an
to reduce costs. incentive payment equal to 4 percent of the difference between the facility’ s costs

and thetarget. In Minnesota, an incentive payment up to a maximum of $2.25 per
resident day is provided to nursing homes with other operating costs ( after al re-
imbursement limits are applied and costs are adjusted) below the per diemreim -
bursement limit.

lowa provided incentive payments based on overall spending. In 1995, lowanurs -
ing homes could receive an incentive payment of up to $1.75, subject to the maxi -
mum daily reimbursement limit. South Dakota did not provide any incentive
payments.

We found that:

Minnesota provided larger averageincentive paymentsto more
nursing homesthan most neighboring states except North Dakotain
1995.

16 South Dakota changed itsinflation index for the rate year beginning July 1, 1996, and is cur -
rently using a South Dakota-based consumer price index for all items.
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Asshown in Table 5.3, 91 percent of nursing homesin Minnesota earned an aver -
age incentive payment of $1.23 per resident day. Only North Dakota, withanav -
erage incentive payment of $1.36 per day earned by 75 percent of nursing homes,
exceeded Minnesota. In contrast, Wisconsin provided the smallest averageincen -
tive payment ($0.04 per day to 53 percent of its homes).

Table 5.3: Incentive Payments, 1995

Percent of
Nursing Homes
Receiving Per Resident
State Incentive Incentive Payment Day Costs
Minnesota Efficiency Incentive 90.8% $1.23
North Dakota Indirect Care Incentive 74.7 1.36
Operating Margin:
Direct 100.0 1.11
Other Direct 100.0 0.27
South Dakota None NA NA
Wisconsin Support Services Incentive 53.0 0.04
lowa Incentive Factor 62.5 1.02

NA = Not applicable.

Source: Program Evaluation Division analysis of state nursing home cost report and rate sett ing data.

While most states use incentive payments to encourage nursing homes to reduce
costs, we found that:

Minnesota provided “incentive payments” to 87 nursing homeswhose
allowable other operating costs exceeded the other operating costs
spending limitsin 1995.

This occurs because anursing home' s other operating costs per day werefirstre -
duced by the reimbursement limits, before calculating eligibility for an incentive
payment. For example, one freestanding facility’ s other operating costs of $69.31
per day in 1995 were capped at $29.13 (the other operating cost limit) and further
reduced to $28.55 by the high cost facility reduction. After its other operating
costs were reduced by more than $40 per day, thisfacility qualified for anincen -
tive payment of $0.39 per day. A similar situation occurs with nursing homes that
are subject to the “spend-up™ limit.

If the state had not provided incentive paymentsto facilitieswhose costswerere -
duced by the other operating cost limit, it would have saved an estimated $0.07

per resident day, or $1.2 millionin 1995. Similarly, if the state had not provided
incentive payments to facilities whose costs were reduced by  both the other operat -
ing costs limits and the other operating spend-up limits, the state would have

saved an estimated $0.37 per day or $5.8 million in 1995.
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Minnesota and Wisconsin a so provided incentive adjustments as part of their
property reimbursement formulas, while South Dakota provided areturnon net eq -
uity to proprietary nursing homes. Minnesota s refinance incentive encourages

debt refinancing with lower interest rates. 1n 1995, nearly 11 percent of Minne -
sota’ s nursing homes received the refinance incentive at acost of $0.02 per res -
dent day. Nearly 30 percent of Minnesota s nursing homes received an equity
incentive which cost the state an average of $0.07 per resident day. Wisconsinpro -
vided a property incentive to approximately 45 percent of its homeswhose prop -
erty expenses were bel ow the targeted total equalized value. Wisconsin's average
incentive payment was $0.08 per day. Proprietary nursing homesin South Dakota
received a 6.8 percent return on net equity, which wasincluded in capital costs

and was subject to the reimbursement limit. South Dakota s average return on net
equity was $0.46 per day in 1995.

SUMMARY

State Medicaid reimbursement policies determine what nursing home allowable
costs will be reimbursed through payment rates. States set reimbursement limits,
make incentive payments and apply inflation adjustments to contain nursing home
spending. This chapter analyzed the impact of these reimbursement policies.

Minnesota employs more techniques to limit reimbursement of nursing home
costs than other states. For instance, within the “other operating cost ” reimburse-
ment limit, Minnesota has sub-limits for maintenance costs and administrative
costs. Minnesota also implemented two additional overall cost limitsin 1995.
Minnesota’ s reimbursement limits appear to contain nursing home spending as
much or more than North and South Dakota. Despite its more numerous limits,
Minnesota does not contain nursing home spending as much as Wisconsin.

Compared with Minnesota nursing homes, alarger percent of Wisconsin’s nursing
homes have their spending limited by a greater amount. For instance, Minnesota' s
combined other operating cost limitsresulted in nearly 5 percent of al other oper -
ating costs being unreimbursed during the 1995 rate year. In comparison, nearly 8
percent of support services costs and nearly 9 percent of administrative costs were
not reimbursed in Wisconsin.

Mogt state uses some form of incentive payment to encourage nursing homestore -
duce costs. Minnesota provided higher incentive payments to more nursing

homes than all other states except North Dakotain 1995. One possible reason for
thisisthat Minnesota provided “incentive payments” to 87 nursing homes whose
costs exceeded the other operating costs spending limitsin 1995. This occurred
because a nursing home' s other operating costs were first reduced by thereim -
bursement limits, and then the limited costs were used calculate digibility for an
incentive payment. If incentive payments were based on afacility’ s other operat -
ing costs before these costs are reduced by the other operating cost limit and the
other operating cost spend-up limit, then the state would have saved an estimated
$0.37 per resident day, or $5.8 million in 1995.



Minnesota’s Geogr aphic Groups

CHAPTER 6

on anursing home' s geographic location within the state. In 1985, the

state was divided into three separate groups with different reimburse -
ment limits. This chapter examines Minnesota’' s nursing home reimbursement
geographic groups. We asked:

M innesota sets Medicaid nursing home reimbursement rates based in part

Do Minnesota’ s geogr aphic groups hinder the ability of nursing homes
in any particular group to provide competitive salariesfor nursing
staff?

How dothe “carerelated” and “other operating” cost reimbur sement
limits effect nursing homesin each of the geographic groups?

We did not conduct an exhaustive study of the many potentia issues and problems
created by Minnesota’ s geographic groups. Rather, we focused on whether the
geographic groups reflect average nursing salaries and the effect of applying the
reimbursement limits to nursing homes in each of the geographic groups.

Minnesota’ s nursing home geographic groups were established using nursing sal -
ary datato reflect local cost variations. In general, we found that the geographic
groups do not reflect differencesin statewide average salaries for selected occupa -
tions that are similar to jobsin nursing homes. Using nursing home cost report
data, there was a so considerable variation in average nursing salariesfor individ -
ual counties within geographic groupsin 1994.

Nursing home providers have expressed concern about the ability to offer competi -
tive salariesfor licensed nursing staff. 1n every geographic group, however, few
nursing homes exceeded the reimbursement limits applied to nursing salaries (be -
tween 4 and 6 percent). In contrast, approximately 28 percent of all homesex -
ceeded the “other operating” cost limit. A larger proportion of homesin Group 2
(34 percent) exceeded the “other operating” cost limits than other groups.
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BACKGROUND

In Minnesota, Medicaid nursing home reimbursement limits are based in part on
three geographic groups (see Figure 6.1). The geographic groups were established
using 1983 nursing salary data by economic development region as a proxy for

Figure 6.1: Nursing Home Reimbursement Geographic Groups
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regional variation in nursing home input costs. 1 To be reimbursed for all allow -
able spending, care-related costs must fall within 125 percent and other operating
costs within 110 percent of the median costs per day for al nursing homesin each
geographic group. Consequently, reimbursement rates vary depending on wherea
nursing home is located within the state. Rates also vary based on each nursing
home's historical costs and case mix or level of care residents need. In 1995, all
of these factors combined resulted in average per diem rates that range from
$60.42 to $139.53 (see Table 6.1).

Table 6.1: Average Daily Reimbursement Rates by
Geographic Region and Case-Mix Class, 1995

Case Mix Group 1 Group 2 Group 3
A $60.42 $62.47 $71.87
B 65.44 67.77 78.39
C 71.13 73.77 85.77
D 76.31 79.24 92.49
E 81.67 84.88 99.43
F 82.00 85.23 99.87
G 86.52 90.00 105.72
H 95.05 98.99 116.77
| 98.06 102.17 120.67
J 102.75 107.11 126.74
K 112.62 117.51 139.53

Source: Minnesota Department of Human Services, “Nursing Home Impact of Case-Mix Reimburs e-
ment: 1995,” August 1995.

Originally, the reimbursement limits were the highest for nursing homesin Group
3 and the lowest for homesin Group 1. Since 1989, nursing homesin Group 1
have been alowed to use the higher Group 2 reimbursement limits for care-related
and other operating costs. 2 Asaresult, nurs ng homesin Groups 1 and 2 currently
have the same “care-related”” and “other operating” cost reimbursement limits.

Policy makers and nursing home providers have expressed concern about per -
ceived inequitiesin reimbursement rates caused by the geographic groups. A pri- -
mary problem cited isthe inability of nursing homes located in counties that
border another group with higher reimbursement limits to offer competitive sala -
riesfor licensed nursing staff. Policy makers have also heard complaints from
nursing home providers who are approaching the reimbursement limits.

1 Two factors affected the formation of the existing geographic groupings. The prior existi ng
Twin Cities/Northeastern Minnesota group remained intact as Group 3, and the remaining count ies
were divided into two groups with countiesin each new group being contiguous to other countie s
within the group.

2 Minn. Sat. §256B.431, Subd. 2b(d). The efficiency incentive for nursing homesin Group 1,
however, continues to be calculated using the Group 1 limit for other operating costs.
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AVERAGE SALARIESBY GEOGRAPHIC
GROUP

Previous studies found that Minnesota s geographic groups do not necessarily re -
flect local costs of living. 3 1n 1989, the highest living costs were in the Twin Cit -
iesarea, in the St. Cloud to Rochester corridor, and immediately north of the
metropolitan area. Although nursing facilitiesin some northern countiesarereim -
bursed as metropolitan facilities (Aitkin, Carlton, Cook, Itasca, Koochiching,

Lake, and St. Louis), the average cost of living for consumersin these counties

was only 89 percent of what it was in the seven-county Twin Citiesarea. The cost

of living for consumers was lowest in western Minnesota, particularly in the south -
west and aong the lowa border.

Thelack of current data on regional cost of living differences hampers detailed
analysis of Minnesota s geographic groups. 4 Therefore, we examined differences
in average salariesfor professiona occupations and nursing staff between thegeo -
graphic groups. Our comparison of average wages for selected professiona and
service occupations that are similar to jobs found in nursing homes revealed that: 5

The geographic groupsdid not reflect differencesin average salaries
for selected occupations.

Asshown in Table 6.2, average salaries in Group 3 were between 5 and 10 per -
centage points above the statewide average, except for waiters and waitresses. In
contrast, average salaries for Group 2 counties were between 7 and 11 percentage
points below the statewide average (except for waiters and waitresses), while
Group 1 counties were between 10 and 20 percentage points below the statewide
average. 6

When average salaries for the two distinct parts of Group 3 are separated we

found that the Twin Cities metropolitan area, however, had higher average salaries
than northeastern Minnesota portion of Group 3. Average sdariesfor selected oc -
cupations in the Twin Cities areawere 6 to 8 percentage points above the state -

3 SeeOffice of the Legidative Auditor, Nursing Homes: A Financial Review (1991): 35, and Sate-
wide Cost of Living Differences (1989). Any use of the 1989 cost of living data should be done with
caution because it assumes that the cost of living differences, as well as the relationship s between
shelter, goods, and services, in Minnesota s counties have remained the same since 1989. In addi-
tion, the 1989 cost of living index highlighted differences in costs to consumers, which may or may
not apply to nursing homes.

4 Thereisnot acurrent regional consumer price index or “market basket” of items representing
nursing home input costsin Minnesota. A prior study noted the expense of maintaining such d ata-
bases on aregular basis. (Minnesota Planning, Appropriateness Sudy: Minnesota’s Geographic
Groups for Nursing Home Reimbursement, (St. Paul, 1987): 18).

5 Nursing sdaries arein the “Professional, Paraprofessional, Technical ” category.

6 The Minnesota Department of Economic Security breaks the state into six regions that do not
correspond with the nursing home reimbursement geographic groups. Generally, Economic Sec u-
rity’s “Northwest” and “ Southwest” regions (which encompass parts of nursing home geographic
groups 1 and 2) had the lowest average wagesin the state in 1994. In the “Central” region, which in-
cludes Sherburne, Stearns, and Wright counties, the average salaries for professional employ eeswas
four percentage points below the statewide average.



MINNESOTA’S GEOGRAPHIC GROUPS

63

Table 6.2: Average Hourly Wages as a Percent of the
State Average for Selected Occupations, 1994

Occupation Group 1 Group 2 Group 3
Professional, Paraprofessional, Technicat 90% 93% 105%
Retail Salespersons 80 90 107
Food Preparation Workers 85 89 106
Cashiers 85 89 110
Waiters/Waitresses 89 109 98

Source: Minnesota Department of Economic Security.

!salaries for licensed nurses are in the "professional, paraprofessional, and technical" cat egory.

wide average, except for waiters and waitresses. In northeastern Minnesota, aver -
age sdaries were either at or below the statewide average, except average salaries
for professional employees (including licensed nurses) were 2 percentage points
above the statewide average.

We examined average hourly nursing salariesin freestanding nursing fecilities. 8
Asshown in Table 6.3, the average sdlary for dl nursing staff in Group 3 nursing
homes located in the Twin Cities areawas 29 percent above the statewide average,
and was higher than the salaries for Group 3 nursing homes in northeastern Minne
sota. In contrast, average total nursing salariesin Groups 1 and 2 were 86 and 89
percent of the statewide average.

These patternsin average nursing salaries by geographic group could beinflu -
enced by the reimbursement rates and limits. For instance, if anursing homeisun
der the “care-related” reimbursement limit (which includes nursing salaries), then

Table 6.3: Average Hourly Wages as a Percent of State Average for
Nursing Home Occupations, 1994

Occupation

Director of Nursing
Registered Nurses
Licensed Practical Nurses
Nursing Aides

Average Total

Group 3 Group 3
Twin Cities Northeastern
Group 1 Group 2 Group 3 Metro Area Minnesota

95% 100% 102% 108% 77%
92 92 104 105 99
88 92 110 116 103
85 89 111 113 101
86% 89% 111% 129% 100%

Source: Program Evaluation Division analysis of Minnesota Department of Human Services n ursing home cost report data.

7 Minnesota Department of Economic Security, Minnesota Salary Survey, 1994 (March 1995).

8 Our analysis focused on freestanding nursing homes because hospital-attached homesfilead if-
ferent cost report that does not include detailed salary data. Cook County, along with nine ot her
Minnesota counties, did not have any freestanding nursing homes. Nursing salary data repre sent to-
tal compensated hours for directors of nursing, registered and licensed practical nurses, and nursing
aides.
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it may decide to increase spending on wages and other direct patient care. These
spending increases are incorporated into the homes historical costs, and lead to an
increase in the future reimbursement rate. On the other hand, a nursing home with
costs over the “care-related” cost limit may decide to reduce spending on wages.

When countywide average nursing saaries are examined, we found that:

Therewas considerable variation in average nursing salariesfor
individual countieswithin geographic groupsin 1994.

Figure 6.2 shows that the average nursing salaries for some countiesin Group 2
were smilar to sdariesin Group 3. For instance, Wright, Sibley, LeSueur, and
Olmsted counties had the highest average sdlariesin Group 2. Although theseav -
erage salaries were higher than those in Koochiching County in Group 3, they

were lower than similar salariesin the Twin Cities area.

The average nursing salaries were lowest in western and southwestern Minnesota,
along the North and South Dakota and |owa borders, an areathat includes coun -
tiesin both Groups 1 and 2. In addition, the distinctionsin average nursing sala -
ries between Groups 1 and 2 were much less marked than between Groups 2 and

3. Therangein average nursing salaries was $8.00 to $9.76 per hour in Group 1,
compared with $7.82 t0 $10.11 in Group 2. This could be expected because nurs -
ing homesin Group 1 have been allowed to use the higher Group 2 reimburse -
ment limits since 1989.

Finally, only Group 3 counties had average hourly salariesfor dl nursing staff that
were above the statewide average hourly nursing salary of $10.13in 1994. These
included six Twin Cities metropolitan counties (Anoka, Dakota, Hennepin, Ram -
sey, Scott, and Washington), along with Carlton, Lake, and St. Louis countiesin
northeastern Minnesota. The countiesin Group 3 that had average hourly nursing
saaries that were below the statewide average included Carver County in the
Twin Cities area, and Aitkin, ltasca, and Koochiching counties in northeastern
Minnesota.

REIMBURSEMENT LIMITSAND
INCENTIVE PAYMENTSBY GEOGRAPHIC
GROUP

Policy makers and nursing home providerstold us that the use of geographic
groups hinders the ability of nursing homes with lower reimbursement than others
to offer competitive salaries for licensed nursing staff. Policy makers have dso
heard complaints about the geographic groups from nursing home providers who
are either exceeding or approaching the reimbursement limits. To anayze these
concerns, we examined reimbursement limits by geographic group.

9 Asdiscussed shortly, only 22 nursing homes were over the “care-related” limit in 1995.
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Figure 6.2: Average Hourly Salaries for All Nursing Staff in
Freestanding Nursing Homes, 1994
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Source: Program Evaluation Division analysis of Minnesota Department of Human Services n ursing home cost data.

Note: Nursing staff includes directors of nursing, licensed nurses and nursing aides.
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“Care-Rdated” Cost Limits

The “care-related” reimbursement limit consists of two components.  “nursing”
costs (which include nursing salaries for all staff providing direct resident care)
and “other care-related” costs (which include therapies, social services, and raw
food). A nursing homeisover the “care-rdated” cost limit when its combined
nursing and other care-related per diem costs exceed the combined nursing and
other care-related cost limit. We found that:

In each geographic group, aredatively small proportion of all nursing
homes exceeded the “care-related’” reimbursement limit.

Asshown in Table 6.4, roughly 5 percent (or 22) of al nursing homes exceeded
their “care-related” cost limitsin 1995. Four percent of the homesin Group 2 ex -
ceeded the limit, compared with 5 percent in Group 1 and 6 percent in Group 3.
However, 24 percent of the nursing homesin Group 3 had care-related costs

within 10 percent of their reimbursement limit, compared with 19 percent in both
Groups2 and 1.

Table 6.4: Care-Related Cost Limit by Geographic
Group, 1995

Percent of
Homes with
Percent of Percent Less than
Homes Within 10 Percent of 90 Percent
Over the Percent of Costs of Costs
Geographic Group Limit the Limit Reimbursed Reimbursed
Group 1 (n = 85) 4.7% 18.8% 99.7% 0.0%
Group 2 (n =180) 4.4 18.9 99.9 0.0
Group 3 (n =175) 5.7 24.0 99.1 1.7
Total: n = 440 5.0% 20.9% 99.5% 0.7%

Note: Four Rule 80 facilities, providing care to non-geriatric physically impaired indivi duals, are exempt
from the care-related cost limit.

Source: Program Evaluation Division analysis of Minnesota nursing home cost report and rat e setting
data.

Because the “care-related” cost limit isa combination of the nursing and other
care-related costs and trade-offs between these costs are permitted, afacility could
be over either the “nursing” cost or the “other care-related” cost component of the
limit and still be under the combined care-related reimbursement limit. We found
that:

In each geographic group, alarger number of nursing homes exceeded
the per diem limit on activities, therapy, social services, and food costs
than exceeded thelimit on nursing salary and supply costs.
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Of al the nursing homesin each geographic group, between 2 and 6 percent ex -
ceeded the “nursing” cost component of the “care-related” cost limit, while be-
tween 11 and 20 percent were over the “other care-related” cost component of the
limit.

“Other Operating’ Cost Limits

Other operating costs, include dietary, laundry, housekeeping, plant operations and
maintenance, and administration. We found that:

A larger proportion of nursing homesin Group 2 exceeded the *other
operating” cost limitsthan in the other groups,; however,
approximately one-third of nursing homesin each geographic group
werewithin 10 percent of the reimbur sement limit.

Asseenin Table 6.5, 27.5 percent (or 122) of al nursing homesin Minnesotaex -
ceeded the “other operating” cost limits. In Group 2, 34 percent of homesex -
ceeded the “other operating” cost limit, compared with 15 percent in Group 1 and
26 percent in Group 3. 1n every geographic group, however, roughly one third of
nursing homes' other operating costs were within 10 percent of the reimbursement
limit. I1n each geographic group, alarger percentage of nursing homes neared or
exceeded the “other operating” cost limit than the “care-related” cost limit. This
indicates that the “other operating” cost limits are putting more pressure on nurs -
ing homesthan the “care-related” cost limits. These patterns are consistent with
legidative intent to permit higher spending for care-related costswhichmost di -
rectly affect resident care needs.

| ncentive Payments

Nursing homeswith “other operating” costs (after all reimbursement limitsare ap -
plied and costs adjusted) below the per diem reimbursement limit received anin -

Table 6.5: Other Operating Cost Limits by Geographic
Group, 1995

Percent of
Percent of Homes with
Percent of Homes Less Than
Homes Within 10 Percent of 90 Percent
Over the Percent of Costs of Costs
Geographic Group Limit the Limit Reimbursed Reimbursed
Group 1 (n = 85) 15.3% 31.8% 98.7% 2.4%
Group 2 (n =181) 34.3 36.5 97.7 5.0
Group 3 (n=178) 26.4 36.0 95.9 10.1
Total: n = 444 27.5% 35.4% 96.9% 6.5%

Source: Program Evaluation Division analysis of Minnesota nursing home cost report and rat e setting
data.
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centive payment of up to $2.25 per resident day in 1995. In 1995, the state pro -
vided incentive paymentsto 404 facilities. 10 we analyzed the provision of incen -
tive payments in each geographic group and found that:

A larger proportion of nursing homesin Group 2 received an
incentive payment than in other geographic groups.

Asseenin Table 6.6, 94 percent of nursing homesin Group 2 received anincen -
tive payment followed by 91 percent in Group 3 and 85 percent in Group 1. How -
ever, aimost one-third of the Group 2 homes that received an incentive payment

had allowable “other operating” costs that exceeded the reimbursement limit, com -
pared to 20 percent in Group 3 and 7 percent in Group 1. If the state would have
provided incentive payments only to facilities with costs below the other operating
costslimit before all reimbursement limits were applied,then Group 2 would
have the smallest percentage of facilities receiving the efficiency incentive.

Table 6.6: Efficiency Incentive by Geographic Group,
1995

Percent of Facilities Average Payment
Geographic Group Receiving Incentive Per Day
Group 1 (n = 85) 84.7% $1.14
Group 2 (n =181) 93.9 1.12
Group 3 (n =178) 91.0 1.34
Total: n =444 91.0% $1.23

Source: Program Evaluation Division analysis of Minnesota nursing home cost report and rat e setting
data.

ALTERNATIVES

Minnesota’ s nursing home reimbursement geographic groups could be changed in
any one of numerous ways. Some aternatives could include: 1) rearrange the
composition of the existing geographic groups by moving counties from one

group to another; 2) eliminate the geographic groups and base reimbursement lim -
its on the current Group 3 limit or the median of per diem costsfor al nursing
homesin the state; 3) maintain the existing geographic groups, or 4) apply there -
imbursement limits based on geographic groups to care-related but not other oper -
ating cogts. H

Given the proportion of nursing homes exceeding or approaching the “other oper-
ating” cost limits (as discussed above), the state' s costs for nursing home services
would likely increase if nursing homesin Groups 1 and 2 were able to use the
higher Group 3 reimbursement limits. Costs would aso increase because nursing
homes below the higher reimbursement limits would qudify for increased incen -

10 Asdiscussed in Chapter 5, Minnesota provided efficiency incentives to 87 homes whose allo w-
able costs exceeded the other operating costs spending limits.

11 Wisconsin sets reimbursement limits for direct-care costs based on labor market regions wi thin
the state.
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tive payments. The fiscal consequencesfor the state involve either maintaining
current funding levels or increasing funding for reimbursement of nursing home
services. If the geographic groups were changed without increasing the total
amount of state funding, then the current reimbursement dollars would be shifted
from one set of nursing homesto another. One possible consequence would beto
lower reimbursement rates for nursing homes in the Twin Cities metropolitan area
in order to increase rates in other parts of the state. 12| the state increased fund -
ing for nursing home services, then the rates for some homes could increase with
changes in geographic groups, but no nursing home would receive areduction
solely as aresult of changesin the groups. This could increase costs to the state at
atime when federal funding cuts are expected and when recent reports have con -
cluded that Minnesotaislikely to face tough fiscal decisonsin thelong-term as
projected revenues fall short of estimated spending. 13

An earlier Minnesota State Planning Agency report analyzed geographic grouping
alternatives and concluded that inequitiesin the present groupswould not bead -
dressed without creating new inequities. 14 Accordi ng to Minnesota Department

of Human Services staff, modeling of specific aternatives to the geographic

groups would require major modifications to the rate setting program. A fulll
evaluation of aternatives to Minnesota s geographic groups and the fiscal conse -
guences of each aternative requires amore in-depth analysis than we were able to
conduct. If the Minnesota L egidature wants more detailed information about the
fiscal consequences of changing the geographic groups, asignificant anount of ad -
ditiona research would be required.

SUMMARY

Minnesota’ s nursing home reimbursement geographic groups were originaly de -
veloped to take regional variation in nursing input costs into account when setting
reimbursement rates. Our evauation found that the groups did not reflect average
sdaries for selected professional and service occupationsin Minnesota. Inaddi -
tion, there was considerable variation in average nursing salaries for individual
counties within geographic groupsin 1994.

Policy makers and nursing home providers have criticized the geographic groups
because of perceived inequitiesin the ability of nursing homes with lower reim -
bursement than othersto offer competitive nursing salaries. We found, however,
that relatively few nursing homes have exceeded the reimbursement limits for
nursing salaries. Instead, most of the pressure for changing geographic groupsap -
pears to be from nursing homes that are either exceeding or approaching the

“other operating” cost reimbursement limits of their group.

12 Minnesota Department of Human Services, Report to the Legidature on Nursing Facility Geo-
graphic Groups (St. Paul: January 1996), 7.

13 Minnesota Planning, Within Our Means. Tough Choices for Government Spending (January
1995); John Brandl and Vin Weber, An Agenda for Reform: Competition, Community, Concentra-
tion (A Report to Governor Arne H. Carlson) (November 1995); and Office of the Legidative Audi -
tor, Trendsin State and Local Government Spending (February 1996).

14 Minnesota Planning, Appropriateness Study, 1.
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APPENDIX A

were used to establish Medicaid rates for the 1995 rate year (which began

July 1, 1995). TableB.1.in Appendix B contains a brief description of
Minnesota' s Medicaid nursing home reimbursement system in 1995. The Minne -
sota Legidature made severd changes to the nursing home reimbursement system
for the 1996 rate year (which began July 1, 1996), making the current system dif -
ferent from the one examined in this report.

T his report examined Minnesota s nursing home reimbursement policies that

Thefollowing changes apply only for the 1996 rate year. When setting nursing
home reimbursement rates for 1997 and future rate years, the law requires the
Commissioner of Human Services to use the reimbursement limits adopted in
1995. For the 1996 rate year, the Legidature:

1. Modified “spend-up limits” and suspended the “high-cost facility
reduction.” Beginning in the 1995 rate year, the Legidature adopted two
new reimbursement limits -- spend-up limits and high-cost facility reduc -
tions -- to reduce the rate of increase in nursing home spending.

The spend-up limitsin effect for the 1996 rate year were modified in two
ways. Firgt, the spend-up limit was changed to equal a home's operating
costsinflated by the change in the nursing home market basket plus zero,
one or two percent (or 3.2, 4.2, or 5.2 percent) depending on anursing
home' s costs relative to similar homesin the same group. Origindly, the
spend-up limit would have been based on operating costsinflated by the
change in the nursing home market basket plus one percent (or 4.2 per -
cent). Second, the thresholds used to determine where ahome' s costs fell
in relation to other homes were changed so that more nursing homesin
1996 than 1995 would be subject to the highest spend-up limit. 2

If implemented for the 1996 rate year, the *“high cost facility reduction ”
would have reduced reimbursement by 2 or 3 percent depending on where
anursing home' s operating cost per diemsfell in relation to nursing homes
in the same group.

1 Minn. Laws (1996), Ch. 451, Art. 3, Section 11.

2 The 1996 Legisature also required that per diem operating cost reductions be divided prop or-
tionately between “care-related” and “other-operating” costs. Rule 80 facilities were exempted from
the “care-related” spend-up limits.
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2. Suspended the “care-related,” “other operating,” and plant and maintenance
cost reimbursement limits. For the 1995 rate year, “care-related” costs
were limited to 125 percent and “other operating” coststo 110 percent of
the median costs per day for al nursing homesin each geographic group.
Plant and maintenance costs were limited to $325 per bed annually.

3. Provided aone-time payment increase of Six cents per resident per day to
each nursing home' s reimbursement rate.

3 Minn. Laws (1996), Ch. 451, Art. 1, Section 1.



Figure B.1: Summary of Minnesota’s Nursing Home Reimbursement
System, 1995

Reimbursement Prospective facility-specific rates.

Method:

Rate Year: July 1, 1995 to June 30, 1996.

Cost Year: October 1, 1993 to September 30, 1994.

Peer Groups: Three geographic regions based on 1983 nursing salaries and economic de
velopment regions:

Case Mix: Eleven categories, nursing costs are adjusted for resident care needs.

Reimbursement Care-related costs (nursing, therapies, social services, raw food, dietary con

Limits: sultant fees) are limited to 125 percent of median costs for peer group.

Other operating costs (dietary, laundry, housekeeping, plant operations/main
tenance, and general and administration) are limited to 110 percent of median
costs for peer group.

Plant operations/maintenance costs are limited to $325 per bed annually.

General and administration costs are limited to between 13 and 15 percent
of a facility’s operating costs, depending on the number of beds in the facil

ity.
Pass-through costs that are not limited include property taxes, special assess
ments, license fees, pre-admission screening fees, and other costs. A

provider surcharge is reallocated to plant operations and maintenance, mak
ing it subject to reimbursement limits.

Property costs are reimbursed using a base property rate (of $4 per resident
per day or the rate in effect on September 30, 1992, whichever is greater)
with changes to this base rate determined by a "modified fair-rental value for
mula,"” plus a capital regair and replacement payment, an equity incentive and
a refinancing incentive:

Appraised value plus improvements are subject to an investment per bed
limit, which is adjusted annually for construction inflation.

Annual capital repair and replacement allowance is limited to $160 per
bed, with the amount over the limit carried over to succeeding cost report
ing periods.

Additional Limits: For the 1995 rate year, two new limits were implemented to reduce the rate of
increase in nursing home reimbursement.

"Spend-up limits" are the prior reporting year’s care-related and other operat
ing costs adjusted by the change in the consumer price index plus either
three, four, or six percent (or 6.8, 7.8, or 9.8 percent for 1995 rates) depend
ing where a facility’s costs are relative to other facilities in the same group. If
the lesser of a home’s actual daily costs or the reimbursement limits is more
than the spend-up limit, then the spend-up limit is applied.

"High-cost facility limits" reduced reimbursement by two percent if a facility’s
operating costs per diems were more than 1.0 standard deviation above the
group median, and by one percent if a facility’s operating cost per diems were
less than or equal to 1.0 standard deviation above the group mediart.
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Figure B.1: Summary of Minnesota’s Nursing Home Reimbursement
System, 1995, continued

Inflation Adjusters:

Special
Reimbursement
Considerations:

Incentive Payments:

Unique Features:

Change in the nursing home market basket over a 12-month period was used
to adjust the reimbursement limits for inflation. Change in the consumer price
index for all urban consumers (CPI-U) over a 21-month period was used to in
crease operating cost per diems. For 1995 rates, these two factors were 3.81
percent and 5.8 percent, respectively.

For hospital-attached and short-length-of-stay facilities (SLOS), and facilities
caring for all age groups with severe physical impairments (called Rule 80 fa
cilities). Rule 80 facilities are exempt from the care-related limit. The other
operating costs, which are calculated separately for these facilities, are limited
to 110 percent of the median for hospital-attached facilities and 105 percent of
the limit for hospital-attached homes for SLOS and Rule 80 facilities.

An efficiency incentive up to a maximum of $2.25 per resident day is paid to
facilities with other operating costs (after all reimbursement limits are applied
and costs are limited) below the per diem reimbursement limit.

Equity and debt refinancing incentives are available as part of the property
cost reimbursement formula.

Under rate equalization, private-pay residents must not be charged more than
the rate for Medicaid residents. Rate equalization does not apply to single-
bedrooms.

!Since 1989, nursing homes in Group 1 have been allowed to use the higher Group 2 reimbursement limits for care-related and
other operating costs. The efficiency incentive for Group 1 homes continues to be calcul ated using the Group 1 limit for other op -

erating costs.

2Reimbursement limits were last rebased in 1992.

3Genera||y, the modified fair-rental formula is the sum of allowed interest on allowed debt, a rental factor of 5.66 percent times ap -
praised value less allowable debt, and an equipment allowance.

4In 1996, the Legislature modified the "spend-up limits" for the 1996 rate year, suspended the "high-cost facility limit" for one year,
removed the care-related, other operating, and plant and maintenance reimbursement limits , and provided a payment increase of
six cents per resident day for the 1996 rate year. These changes apply only for the 1996 rate yea r (which began July 1, 1996).
When setting nursing home reimbursement rates for the 1997 and future rate years, the law req uires the Commissioner of Human
Services to use the reimbursement limits adopted in 1995.
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Figure B.2: Summary of lowa’s Nursing Home Reimbursement
System for Intermediate Level of Care, 1995

Reimbursement
Method:

Rate Year:

Cost Year:

Peer Groups:
Case Mix:

Reimbursement
Limit:

Inflation Adjuster:

Special
Reimbursement
Considerations:

Incentive Payments:

Unique Features:

Prospective facility-specific rates with mid-year adjustments at the discretion of
the Legislature.

Rates were set July 1, 1995 and adjusted upward January 1, 1996.

Cost reports are made every six months, at the sixth month and the end of each
provider’s fiscal year.

None.
None.

Maximum per diem reimbursement rate is set at the 70th percentile of per diem
costs for nursing facilities providing an intermediate level of care.

2.7 percent, subject to the reimbursement limit. Inflation rate equals the percent
age change in the weighted average cost per day in the two most recent cost re
ports. Inflation rate is not to exceed the increase in the consumer price index for
urban consumers (CPI-U) during the preceding year.

None.

Up to $1.75 per day, subject to the reimbursement limit. The incentive payment
is equal to one-half the difference between 46th and 74th percentiles of allowed
1986 costs, but cannot be less than $1 or more than $1.75 per resident day.

lowa maintains two different reimbursement systems for Medicaid-certified nurs
ing facilities providing an intermediate level of care and Medicare-certified skilled
nursing facilities.
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Figure B.3 Summary of North Dakota’s Nursing Home
Reimbursement System, 1995

Reimbursement
Method:

Rate Year:
Cost Year:
Peer Groups:
Case Mix:

Reimbursement
Limits:

Inflation Adjuster:

Special
Reimbursement
Considerations:

Incentive Payments:

Unique Features:

IReimbursement limits were last rebased in 1992.

Prospective facility-specific rates.

January 1, 1995 to December 31, 1995.

July 1, 1993 to June 30, 1994.

None.

Sixteen categories; direct care costs are adjusted for resident care needs.

Direct care costs (nursing, therapies) are capped at 99th percentile of costs for
all nursing homes.

Other direct care costs (food, laundry, social services) are capped at 85th percen
tile of costs for all nursing homes.

Indirect care costs (administration, plant operations, dietary, housekeeping) are
capped at 75th percentile of costs for all nursing homes.

Property costs (depreciation, interest, property taxes) are not limited.

The consumer price index for urban wage earners (CPI-W) is used to adjust reim
bursement limits and operating costs. The inflation factor was 3 percent in 1995.

One facility for non-geriatric, physically handicapped residents is not subject to
any reimbursement limits.

1) Incentive payment up to a maximum of $2.60 per day based on 70 percent of
amount the actual indirect care rate, before the inflation adjustment, is below
the prior rate year’s limited rate.

2) Operating margin of three percent based on the lesser of the actual direct and
other direct care rates, before the inflation adjustment is applied, and the
prior year’s limited rates.

Rate equalization for private-pay and Medicaid residents since 1990.
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Reimbursement
Method:

Rate Year:
Cost Year:

Peer Groups:

Case Mix:

Reimbursement
Limits:

Inflation Adjusters.2

Special
Reimbursement
Considerations:

Incentive payments:

Figure B.4: Summary of South Dakota’s Nursing Home
Reimbursement System, 1995

Prospective facility-specific rates.

July 1, 1995 to June 30, 1996.
Based on providers’ prior fiscal year.

Four groups: 1) hospital-affiliated; 2) urban-freestanding homes in a community
with more than 200 nursing home beds; 3) rural-freestanding homes in a commu
nity with less than 200 beds; 4) rural homes with a waiver of federal staffing re
quirements.

Thirty-five categories, direct care costs are adjusted for resident care needs.

Direct care costs (nursing, therapy) are limited to 125 percent of median costs for
the peer group.

Non-direct care costs (social services, dietary, laundry, general administration,
plant/operations, housekeeping, maintenance, property taxes, and other operat
ing) are limited to 110 percent of median costs for freestanding facilities.

Capital costs (building insurance, depreciation, mortgage interest, rental costs)
are limited to $9.34 per bed for freestanding facilities in 1995. Proprietary facii
ties get a 6.8 percent return on net equity, as calculated by the state.

A South Dakota long-term care inflation index is used to adjust costs from the
end of each facility’s fiscal year to the start of the following rate year. Inflation ad
justments ranged from 9.6 percent to 5.6 percent in period evaluated.

For hospital-affiliated homes, capital costs are included as part of the non-direct
care costs and are subject to the 110 percent of median reimbursement limit for
the peer group.

None.

There have not been any homes with a waiver of staffing requirements since the early 1990s.

2south Dakota changed to a consumer price index inflation factor for rates effective July 1, 1996.
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Figure B.5: Summary of Wisconsin’s Nursing Home Reimbursement
System, 1995

Reimbursement Prospective facility-specific rates.

Method:

Rate Year: July 1, 1995 to June 30, 1996.

Cost Year: Based on providers’ fiscal year ending the prior calendar year.

Peer Groups Three geographic groups based on labor regions.

Case Mix: None. Direct care costs are adjusted using six levels of care (such as intense
skilled nursing, skilled nursing, intermediate care).

Reimbursement Reimbursement limits for most of the following cost centers are established annu

Limits: ally using various formulas, contained in Medicaid reimbursement rate regula

tions. Generally:

Direct care costs (nursing, therapies, social services, activities) are limited to 110
percent of the median costs for the peer group.

Support services costs (dietary, maintenance, housekeeping, laundry, security)
are limited to 103 percent of median costs.

Administrative and general service costs are limited to 103 percent of median
costs.

Fuel and utility costs are limited to 115 percent of median costs for six regional
groups based on heating degree days.

Property taxes and special assessments are reimbursed based on estimated ac
tual costs.

Over the counter drug costs are reimbursed based on estimated actual costs.

Allowable property costs (which include depreciation, interest, amortization and
lease/rental expenses) are limited to 15 percent of allowed equalized value.

Inflation Adjusters: Numerous nursing home market basket inflation indexes are used to adjust cost
centers and specific line items from the end of each facility’s fiscal year to the
start of the following rate year.

3.7 percent increase in operating cost per diems based on a nursing home mar
ket basket index.

Special An allowance is made for non-public facilities with exceptional Medicaid utiliza
Reimbursement tion.
Considerations:

Incentive Payments: 1) Support services incentive of four percent of the difference between a facility’s
support services costs and a target.

2) Property incentive is provided if a facility’s property-related expenses are less
than 6 percent equalized value, called Target 1. The incentive is equal to 9
1/2 percent of the difference between allowed expenses and the target .
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Recent Program Evaluations

Pollution Control Agency, January 1991

Nursing Homes: A Financial Review
January 1991

Teacher Compensation January 1991

Game and Fish Fund March 1991

Greater Minnesota Corporation: Organiza-
tional Structure and Accountability
March 1991

Sate Investment Performance, April 1991

Sentencing and Correctional Policy June 1991

Minnesota State High School League Update
June 1991

University of Minnesota Physical Plant
Operations: A Follow-Up Review,
July 1991

Truck Safety Regulation January 1992

Sate Contracting for Professional/Technical
Services, February 1992

Public Defender System February 1992

Higher Education Administrative and Student
Services Spending: Technical Colleges,

Community Colleges, and State Universities,

March 1992
Regional Transit Planning, March 1992
University of Minnesota Supercomputing
Services, October 1992
Petrofund Reimbursement for Leaking
Sorage Tanks, January 1993
Airport Planning, February 1993
Higher Education Programs, February 1993
Administrative Rulemaking March 1993
Truck Safety Regulation, Update, June 1993
School District Financial Reporting,
Update, June 1993
Public Defender System, Update,
December 1993
Game and Fish Fund Special Stamps and
Surcharges, Update January 1994

91-01
91-02

91-03
91-04

91-05
91-06
91-07
91-08
91-09
92-01

92-02
92-03

92-04
92-05

92-06
93-01
93-02
93-03
93-04
93-05
93-06
93-07

94-01

Performance Budgeting, February 1994

Psychopathic Personality Commitment Law
February 1994

Higher Education Tuition and Sate Grants,
February 1994

Motor \ehicle Deputy Registrars,March 1994

Minnesota Supercomputer Center,June 1994

Sex Offender Treatment Programs,July 1994

Residential Facilities for Juvenile Offenders,
February 1995

Health Care Administrative Costs February 1995

Guardians Ad Litem February 1995

Early Retirement Incentives,March 1995

Sate Employee Training: A Best Practices
Review, April 1995

Show and Ice Control: A Best Practices Review,
May 1995

Funding for Probation Services January 1996

Department of Human Rights January 1996

Trendsin State and Local Government Spending
February 1996

Sate Grant and Loan Programs for Businesses
February 1996

Post-Secondary Enrollment Options Program
March 1996

Tax Increment Financing March 1996

Property Assessments: Structure and Appeals,
A Best Practices Review, May 1996

Recidivism of Adult Felons, January 1997

Nursing Home Rates in the Upper Midwest
January 1997

Soecial Education, January 1997

Ethanol Programs

Satewide Systems Project, forthcoming

Highway Funding, forthcoming

Prosecution of Misdemeanors, A Best Practices
Review, forthcoming

94-02

94-03

94-04
94-05
94-06
94-07

95-01
95-02
95-03
95-04

95-05
95-06
96-01
96-02
96-03
96-04

96-05
96-06

96-07
97-01

97-02
97-03
97-04

Recent Performance Report Reviews

Copies of performance report reviews, which comment on agency performance reports, areavai  lable for the following

agencies. Administration, Agriculture, Commerce, Corrections, Economic Security, Educ ation, Employee Relations,
Finance, Health, Human Rights, Human Services, Labor and Industry, Military Affairs, Natur al Resources, Pollution

Control, Public Safety, Public Service, Revenue, Trade and Economic Development, Transport ation, and Veterans Affairs.

Additiona reports relevant to performance reporting:

PR95-22
PR95-23

Development and Use of the 1994 Agency Performance ReportsJuly 1995
Sate Agency Use of Customer Satisfaction Surveys October 1995

Evaluation reports and reviews of agency performance reports can be obtained free of charge fromthe Program

Evaluation Division, Centennial Office Building, First Floor South, Saint Paul, Minnesota 55155, 61 2/296-4708. A

complete list of reportsissued is available upon request. Full text versions of recent reportsare aso available at the OLA
web site: http://www.auditor.leg.state. mn.us/ped2.htm.



